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The idea of this manual was conceived in the late 
1960s through FAO's Regional Commission on Farm 
Management for Asia and the Far East. Several 
economists from the region. including Dr. Shao-er 
Ong, prepared a first draft of the manual at that time. 
However, the development of other \.:ommitments 
meant that no further work was carried out on the 
manual for a number of years. Very widespread in
terest and continuing expressed need for such a man
ual prompted F AO to give the work high priority in 
1916/11, leading to production of an updated version 
of the manual which was reviewed and finalized at 
the Expert Consultation on Farm Management for 
Small Farmers in Asia and the Far East held in Bang
kok. 11-15 September 1978. This consultation was 
attended by farm management experts from countries 
in the Region, FAO, A/D/C, APDI. ESCAP and 
o•.her international agencies including donor organi
zations. 

Revision and updating of the initial draft manual 
were coordinated and carried out by Professors John 
L. Dillon and J. Brian Hardaker of the Department 
of Agricultural Economics and Business Management 
of the University of New England, Armidale, Austra
lia. They undertook this task drawing on the orig
inal draft. on comments made on that draft by 
Member Governments of the Region. and on sug
gestions and material provided by a number of econ
omists in the region and other experts from F AO and 
elsewhere. Those who assisted included, in Bangla
desh, Dr. M. Alamgir of the Action Research Project 
on Small Farmers and Landless Labourers and Dr. 
Md. Mosharraf Hossain of the Ministry of Agricul
ture; in India, Dr. I.J. Singh of Haryana Agricultural 
University; in Japan, Dr. Hiroyuki Nishimura of 
Kyoto University; in Korea (Rep. of), Don-wan Shin 
and Mr. Don Diltz of the Office of Rural Develop
ment; in Malaysia, Ti Teow Chuan of the Rubber Re
search Institute, Khoo Gaik Hong. Louisa Fob and 
Tuan Haji Osman bin Mohd. Noor of the Department 
of Agriculture, Kor Ah Kow of Selangor State Depart
ment of Agriculture, Mr. S. Selvadurai of the Ministry 
of Agriculture, Dr. Hashin Nor and Fowzy Mn Ab
dullah of MARDI, Dr. Donald C. Taylor, Mohd. 
Zainal Abidin Tambi and Eddie Chiew Fook Chong 
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of University Pertanian Malaysia, Uzir Abdul Malek 
and Nik Hashim Mustapha of University Kebangsaam 
Malaysia, Abu Bakar Hamid of F AMA, and Dr. Tan 
Bock Thiam of the University of Malaya; in Nepal, 
Dr. Ram Prakash Yadav of the Agricultural Projects 
Services Centre, Dr. Bharat Lal Karmacharya of the 
Department of Agriculture and Dr. Shao-er Ong of 
the A/D/C; in the Philippines, Jesus C. Alix of the 
Bureau of Agricultural Economics, Dr. Bart Duff, 
Dr. R.W. Herdt, Dr. R. Barker and Mrs. Esther An
tonio of IRRI, and Dr. Ernesto r. Abarientos of the 
University of the Philippines at Los Banos; in Thai
land, Dr. Kamphol Adulavidhaya of Kasetsart Uni
versity, Dr. Neal Walker, Boontam Prommani, Cham
rus Ungkarpala-Ong. Dr. Somnuk Sriplung and 
Sa-nbllan Bhananchai of the Ministry of Agriculture 
and Co-operatives, Dr. Ralph Retzlaff of the A/0/('. 
Mr. Pierre Laplante of ESCAP. Dr. J.H. Rhee of 
UNAPDI. Mr. A.R. Patten of UNDP and Dr. F. von 
Fleckenstein, Dr. Basilio N. de los Reyes, Mr. G.C. 
Clark. Dr. B.P. Dhital, Mr. H.G. Groetecke, Mr. R 
Bruinsma and Dr. L.B. Marcelo of F AO; and in Sri 
Lanka, Dr. D.J. McConnell of FAO. In addition, 
assistance was also provided by Dr. N. Carpenter, 
Dr. H. Kunert, Dr. K.H. Friedrich and Mr. J.M. 
Dixon of the Farm Management and Production Eco
nomics Service. F AO, Rome. and by Mr. G. Allanson, 
Ms. A.M. Burrell, Dr. I.D. Carruthers. D. E.S. 
Clayton, Mr. M. Hamid and Dr. J.P.G. Webster of 
Wye College, England. 

Most existing publications on farm management 
research methods are designed for developed-country 
agricultural conditions and assume a highly commer
cialized agriculture based on modern developed-coun
try technology. Such publications seldom address the 
special issues of farm management research in the 
context of developing countries. They generally fail 
to emphasize the use of farm management research 
either as an instrument in development planning or 
as an element in the evolution of sound guidelines 
for agricultural development policy. By contrast. the 
present manual, through its focus on research methvds 
appropriate for small farm analysis and its orien
tation to determining the needs of small farmer de
velopment, should better fulfil such functions. The 



manual is intended for use by fa1·m management econ
omists in developi,.,, countries (particularly those of 
Asia and the Far East) faced with such tasks as 
assisting in the development, eval~.aation and intro· 
duction of improved technologies or new enterprises, 
the monitoring of farm performance, the design and 
implementation of farm extension programmes, and 
the plaMing of strategies and policies for small 
farmer development, agricultural marketing, rural 
credit, employment, etc. Such problema are found 
throughout the developing world and the manual 
should find gen·,ral application in farm management 
analysis pertinent tl.) small farm development re· 
search. However, most of the case examples used 
relate to Asia and the Far East. 

X 

The manual is designed to be fully compatible witb 
FAO's computerized farm management data col· 
lection, analysis, storage and retrieval system.1 Sim
ilarly, the manual is usefully supplemented by the 
FAO·sponsored AGR/PLAN manual 2 on linear pro
gramming in the context of small farm plaMing. 

1 FRlllDalCH, K.H., Farm Management Data Collecllon t111d 
A naljsls: A 11 Electronic Data Processing, Storage and Re· 
trieval System, FAO Agricultural Services Bulletin No, 34, 
Food and Agriculture Orsanization of the United Natiods, 
Rome, 1977. 

~ YoUNo, D.F. and P.A. RICKARDS, AGRI!'LAN: A Users 
Ma1111al fur Small Farm Analysis, Farm Manaa~;rnent Unit, 
FAO, Rome, H78. 



1.1 The sman farm settiug 

Though the definition of "small farmers" has been 
the subject of much debate, it still remains fuzzy 
(Valdes et al., 1979; Wharton, l969a). Precise defi
nition, however, is not required to recognize either 
the reality of the small farmers' plight or their im
portance in world development. In general, they 
constitute the bulk of the world's farmers, operate in 
a context of increasing local population pressure, have 
a very small resource base generating a chronically 
low standard of living either involving absolute pov
erty or verging on it. rely to a greater or lesser degree 
on subsistence production, and tend to be on th1. 
margin rather than in the mainstream of their na
tional society in terms of political influence and the 
provision of heal!h. education and other services. 

Just how many small farmers ther.: arc in the 
world is not known exactly. Wharton (l96Sb) sug
gest~ about half of the world's population is de
pendent on subsistence agriculture. that about 40 per
cent of cultivated land is worked by small farmers, 
that 60 percent of all farmers are small farmers 
and that they account for less than 40 percent of 
all agricultural output. McNamara { 1973) suggests 
that 20 percent of the world's crop land is in farms 
of less than five hectares. These small farms. num
bering some 130 million, provide the direct livelihood 
for some thousand million people. McNamara fur
ther estimates the population of the developing coun
tries as approximately two thousand million people, 
of whom a third to a half are malnourished and 40 
percent are illiterate, and of whom 70 percent (1.4 
thousand million) are rural. By the year 2000 he 
estimates there will be 2.7 thousand million rural 
people in the developing countries, constituting 50 
percent of their population. and the hulk of whom 
will be on small farms. Rough as these estimates 
undo!lbtedly are, they indicate the immense signifi
cance of small farmers in world development. 

The small farmer situatinn in the Asia and Far 
East Region has been well described by Umali (1978). 
He states: 

"Our experience in development efforts during the 
last two decades bas been disappointing. Despite 
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1. INTRODUCTION 

the rapid growth in national gross products of the 
developing countries in the Region, mas-> poverty 
not only continues to exist in the rural areas, it is 
in fact spreading ... Out of the 750 million poor 
in the developing countries of the world, roughly 
75 percent are concentrated in Asia. The bulk of 
the poor- 85 percent by World Bank estimates
are in the rural areas. They consist mainly of 
small farmers/fishermen, landless agricultural la
bourers, and shifting cultivators ... These people 
are living truncated lives, suffering from disease 
and malnutrition. Some of them have no roof to 
cover their heads, no clothes to cover their bodies 
and no means, either to produce or buy, the food 
they need for the bare sustenance of tilemselv~;s 
and their families. Most of the small farmers are 
tenants and sharecroppers. They do not own the 
land they cultivate. Their lives - and their 
hopes - are dominated by those who own the 
land. They are often denied, both by design and 
circumstance, the basic human right to make their 
own decisions and the basic human right to an 
equitable share in the benefits of their toil ... Pol
icies aimed primarily at generalized economic 
l!TOWth have not corrected the severe inequalities 
existing in most developing countries. It is equally 
clear that 'growth with social justice' will not result 
unless there is corrective bias in favour of the rural 
poor and unless the small farmers, who constitute 
the majority of the rural poor, are brought into the 
mainstream of development through purposive in
tervention." 

Two characteristics of small farms stand out -
their small size in terms of resources and their low in
come levels. For example, the general pattern of farm 
size distribution for Asian countries, as measured by 
farm area, is illustrated by the data for Indonesia 
and Pakistan in Table 1.l and for South Asia (Bangla
desh, India, Nepal. Pakistan and Sri Lanka) in 
Table 1.2. As is typical, these size distributions show 
the majority of farmers to occupy a far less than pro· 
portionate area of the total area farmed. Thus 70 
percent of Indonesian farms are less than one hectare 
in size but constitute only 27 percent of the total 
farmed area. For Pakistan. 52 percent of farms are 
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of less than 01re hectare but C~'nslitute only !6 percent 
of the total farmed area. For South Asia, 43 percent 
of farms are af less than one hectare but crop only 
seven percent of the total area sown to foodgrain. 
Without doubt, small farmers share most ur.cqually 
in national land resources. 

As an example of the typically poor income sit
u<:.tion of small farmers, Table I .3 shows the average 
composition and sources of family income for a 
sample of 64 sharecroppers in the semi-arid interior 
of northeast Brazil. These sharecroppers had an 
average age of 49, a household size of seven, 0.1 
year of formal education and only one in five was 
literate. Wiih an annual net income totalling only 
US$88 per household member, these farmers well 
indicate the need for small farm development. 

No mat•er where they are found around the world. 
small farmers appear to constitute a subculture (Rog
ers, 1969). From an economic point of view, the 
most significant characteristic of small farmers is the 
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Table 1.3 AV£RAOB COMPOSmoN AND SCURCI!S OF FAMILY 
INCOMB OF A SAMPLB OF SHAREC~OPPERS I:< fl!E 
8RlZJLL'>N Sli'ITAO FOR THE AORICULT·.!R U 'EA~ 
t9n-73 

Source IIU&oun~ 
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Inputs produced on the fann --17 
Pay~euts in money and kind t~ landlord - ;JQ 

Net fam1 earnings 394 
Payment received for off·farm work 144 
Totnl agricultural income 538 
Non-agricultural income RO 
--"'-'---'--------------------
F.1mily earnings (or net income of h;:-usehold) 
Family earnings per hous~hold member 
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88 

--------------..:..---
• Me.J.surcd ir. VSS. Suh<iistcnc~ use wa-. valut-d ;•t r11arket price. 

small resource base on which they haw to ·perate. 
In general. they have control (often witP. very litiie 
3ecurity of tenun:) over only a small area of land 
which is often naturally poor or depleted and often 
fragmented; they have an extremely low level of 
human capital in terms of e{fuc:ttion, knowledge ~rul 
health with which to work; and they suffer chronic 
indebtedness and lack acces~ibilitv to institutional 
credit and inputs. Concomitantly, ihey face unstable 
markets and prices; they receive inadequalt. extension 
support; they have little share in the control and 
operation of rural institutions; and they lack the so
cioeconomic power with which to gain access to 
"public" and other services that are available to other 
more powerful members of their national society. 
In consequence, the small farmer's existence is often 
precarious and the effect of poor weather or prices 
can be calamitous for the farmer and his family. 

While small farmers have the common character
istics of limited resources and low incomes, their 
modus operandi around the world exhibits tremen
dous diversity. Contrast, for example, the farming 
systems of the herdsman of semi-arid Africa, the 
shifting cultivator of the semi-humid tropics, and the 
small paddy farmer of monsoonal Asia. Just as great 
as these differences in ways of farming are the dif
ferences in culture that exist among small farmers 
from country to country and region to region. In 
consequence, small farmers cannot be thought of as 
a homogeneous group even within a relatively small 
region. Indeed, one of the major responsibilities of 
farm management research relative to small farmers 
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is to detail their diversity around the world as a 
complementary ~tep to the specification of problems 
for farm management research. 

1.2 Definition of farm management research 

By research is meant the orderly process of in
vestigation by which we increase our knowledge of 
why the world is as it is and of how it might be 
changed. Applied research is research undertaken 
specifically for the purpose of resolving a particular 
problem. Generally, farm management research is 
applied research and has either or both of two broad 
aims: 

(I) to provide information which will assist farm
ers in their farm management so that they 
are better able to achieve their goals whatever 
they be; 

(2) to provide government with information on 
farmers and their management so as to assist 
in the better formulation of government pol
icy a'ld development planning. 

These aims of the researcher differ from those of 
the farmer himself or of the farm management ex
tension worker. From the farmer's view, farm man
agement consists essentially of choosing between 
alternative uses of his scarce resources of land, labour, 
capital, time and management so as to best achieve 
his goals given all the risks and other difficulties he 
faces in his farming operation. The role of the farm 
management extension worker is to give guidance to 
farmers by helping them to see their problems, to 
analyse them and to make soundly based management 
decisions. In his work the extension worker relies 
heavily on the knowledge generated by farm man
agement research. 

1.3 Conduct of farm management research 

Four elements are crucial in conducting effective 
farm management research. They are: 

(/) an adequate knowledge of theory; 
(ii) relevant practical knowledge and experience; 

(iii) an effective research strategy and adequate 
research resources; 

(iv) satisfactory research administration. 

Only if these requirements are met can the farm 
management researcher carry out his research in sat
isfactory fashion using the techniques of data col
lection and analysis elaborated in the later chapters 
of this manual. 
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THEORY 

The greater the resemcher's command of theory, 
the better he will be able to orient his research and 
the more productive it will be. Theory provides the 
basis for formulating hypoth~scs to be tested by 
research. It ensures that the research goes teyond 
mere description and that it provides understanding 
as to (a) why things are as they are and (b) how they 
may be changed. Knowledge of theory also assists 
in guiding the selection of analytical techniques to be 
used in conducting the research analysis. 

Since farm manag.:ment is basically concerned with 
the w3.ys a farmer obtains and organizes scarce re
sources (land, labour, capital, time and management) 
so as to achieve his goals, it is a process of econo
mizing. Accordingly, the parent discipline of farm 
management is economics and the theory most di
rectly relevant to farm management research is eco
nomic theory. At the same time farm management 
research must be recognized as multidisciplinary in 
nature in so far as it must draw on and take account 
of iniormation, principles and theory from such close
ly related sciences as sociology and psychology as 
well as the various fields of plant and animal science. 

Perhaps the most important elements of economic 
theory relevant to farm management rescard1 are 
those encompassed by the principles of comp:~rative 
advantage, diminishing returns, substitution, cost 
analysis, opportunity cost, enterprise choice and goal 
tradeoff. Leaving to later chapters such data-manip
ulation procedures as budgeting, linear program
ming, production function analysis, etc. by which 
these principles are applied, the essence of each of 
these seven theoretical principles can be outlined 
simply as follows. 

The principle of comparative advantage largely 
explains the location of agricultural production. What 
it means is that various crops and livestock, with their 
differing requirements, should be produced in those 
areas or on those farms where the physical and other 
resources are economically best suited to their pro
duction. Thus even the most poorly endowed of 
farms may have some comparative adva,tage for 
some product or products. Since environmental re
sources are s0 variable, and production possibilities 
usually so numerous, ihe principle of comparative 
advantage applies on a world-wide basis, country
wide basis, and on a farm basis - field by field. This 
principle is so logical that it appears more like "com
mon sense " than a principle, yet it has been violated 
many times, particularly in choosing crops for newly 
developed areas. 

It should not be assumed that produring areas 
always maintain the same economic relationship to 
each other. There are factors that alter comparative 
advantage. The most important of these are: (a) the 



development of new farming systems or improved 
technology; (b) changes in input costs and in the rei· 
ative prices of different iatm products; (c) changes 
in transportation costs such as occur when roads arc 
improved or destroyed: (d) land improvement by 
drainage, irrigation, and so forth; and (e) the de· 
velopment of cheaper substitute products such as 
synthetic fibres to replace natural fibres. Thus any 
area may improve or lose its economic position with 
respect to a given type of crop or livestock. It is the 
job of farm management research to evaluate such 
changing conditions and provide advice on needed 
farm reorganization so that farmers can adjust to the 
changed circumstances more quickly than otherwise. 

The principle of diminishing physical and economic 
reTurns 1s important because it determines the best 
level for any production practice. For example, it 
;, this principle which guides a farmer on the yield of 
rice that he should aim for, the amount of irrigation 
water he should use on a crop, how much labour he 
should us.: on a particular activity, etc. 

The principle is particularly usdul in considering 
the level nf output to be produced from a set of !ixed 
resources as typified by a given field or farm. To 
these lixcu rcsLmrces arc added variable factors fi.e., 
inputs under the farmer's control) in forms such as 
labuur, seed. krtililt:r. insecticides, etc. Diminishi•1g 
returns come ab,,ut from the physical relationshir of 
thes.: variable factors to the fixed factors. Fo•· ex
ample, in the case of weeding a rice field, as more 
and more unib of labour (variable factor) arc spent 
in pulling weeds from the field (fixed factor), the 
ph~sical yidd of rice increases, reaches a peak, and 
then may ev.:n decline through the trampling of rice 
plants as the ta;,k is overdone. Diminishing economic 
returns come about when diminishing physical returns 
arc translated into value terms. Often value will be 
measured in money terms, but it is not necessary to 
use money values in orclcr for the principle to be 
useful. Takt: the above case of weeding. In most 
cases the labour is supplied by the family and the 
ri..:~ may all be consumed at horne with no money 
invulved. In this situation the cultivator should bal
ance any added physical labour against the added 
physical product, and decide how much weeding it is 
worthwhile to do. On the other hand, if because of 
the risk of insect attack he applies an insecticide for 
which he has to pay money. then he should balance 
the money cost of the insecticide against the expected 
money value of the increased yield or losses saved in 
order to decide whether or not it pays from the money 
standpoint. This implies that he should use insecti
cide up to the point where the last unit or application 
of inscc•icide is just expected lo pay for itself. 

The principle essentially is this: add the variable 
resource to the fixed resource as long as the added 
return expected from the last unit of variable resource 
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used is just sufficient to cover the added cost of that 
unit. Given the many different variable inputs used 
by farmers, together with the fact that the extent of 
diminishing returns varies from region to region land 
even within regions), a host of problem-solving studies 
could be done in this area of farm management alone, 
each of which would .;:ontribute to more elncient use 
of farm resources. 

The third important principle is that of substitllrion. 
Since there are many technical possibilities of pro· 
duction, a farmer must choose the most economical 
method, measured in whatever terms (e.g., physical 
labour, time, or money) suit his conditions. For 
example, a cultivator can prepare a seedbed by him· 
self with hand tools: or he can hire additional hand 
labour; or he can use a draught animal or a small 
tractor. Which of the alternative methods should he 
use'! He will need to consider the physical per· 
formance of ea.::h production factor, and the "cost" 
of each. 

The principle is this: in subslltuting one method 
for another, be certain that the saving in the method 
replaced is greater than the cost of the technique 
added. 

Cultivators arc constantly faced with problems of 
substitution, even among resources that already exist 
on the farm. But the principle of substitution has 
an extremely useful application when farmers are 
considering the adoption of any new practice. If they 
arc to progress, then old methods must be dropped 
and new ones added. But what to discard and what 
to adopt under various conditions of farm size, crop· 
ping patterns, capital availability and so forth, are 
gcnuint: problems <m which farmers need assistance. 
It follows that research should help find solutions to 
these problems. 

It is also important to understand the principles of 
cos/ analysis. The reason for this is that each farmer 
docs have some control over the costs of production 
on his farm. but he has little or no control over the 
prices he receives for his products or the value he 
should place on them because these are determined 
by country-wide and world-wide factors. Other things 
being unchanged, a farmer must reduce his costs per 
unit of output if he is to increase his net farm income. 

The most important classification of farm costs is 
their division into those that are "fixed" and those 
that are "variabl·~". Fixed costs remain the same 
regardless of the volume of output. The farmer would 
have to pay them regardless of how much his farm 
produces. For example, while long-run rents for 
land generally are determined on the basis of quality, 
in any one year the rent paid is the same regardless 
of whether a farmer raises a bumper crop or a poor 
crop; the labour (or cost) of maintaining bunds re· 
mains the same regardless of the yield of ric~; most 
of the cost of maintaining :1 bullock or buffalo re· 



mains the same regard.iess of whether or not the 
animal is fully used. Fixed costs become especially 
important when a farmer considers further investment 
in such things as tools, draught animals, machines 
or buildings. Any such investmt:.nt can only be justi
fied if it can be afforded and if, over the long term. 
it leads to a flow of benefits in excess of its cost. 
Benefits may arise either in terms of reduced vari
able costs (see below) or increased output at the same 
or a lower level of fixed cost per unit of output. 

Variable costs are those which change as the size 
of operation changes. They occur only if something 
is produced and they do not occur if nothing is pro
duced. For example, much labour is required in veg
etable production. If a farmer has to hire labour, 
then as production is increased the need for hired 
labour is increased and the outlay on labour increases. 
If no vegetables are produced there is no need for 
hired labour. Likewise, the fuel costs for a hand 
tractor increase as the use of the tractor increases; or 
the greater the area a farmer plants to dee, the 
greater his fertilizer cost. Because they vary directly 
with the size of operation, such costs are classified 
as variable costs. 

The classification of a particular cost as fixed or 
variable depends partly on the nature and ti:ning of 
the management decisions being considered. Some 
costs are fixed in relation to certain decisions but 
variable in relation to others. For example, land 
rent becomes a variable cost in relation to a decision 
by a farmer to lease more land; but for land already 
leased and being used, the rent is a fixed cost. l11 

general. the time scale of decision making has an im
portant influence on whether costs should be viewed 
as fixed or variable. In the long run, most costs are 
variable. 

The principle of fixed and variable costs can be 
applied in many actual farm situations. for example, 
suppose that, due to drought, the yield of a rice field 
is so low that a farmer wonders if it is worth har
vesting. At harvest time all costs so far incurred can 
be considered fixed since there is no way in which to 
recover them. If the farmer harvests the crop he will 
incur variable costs largely in the form of labour. 
But the rice will also add something to income. He 
must decide whether or not to harvest the crop. If 
the value of the crop is worth more than the addi
tional cost of harvesting, he should harvest it; Clther
wise he should not. Some might say that this prin
ciple would not apply where even very poor crops 
must be harvested in order to prevent hunger. But 
the yield of rice might be so low that more human 
energy is required to harvest it than there is energy 
in the rice if it is harvested and consumed. The sit
uation is the same even if measured in physical 
terms. Any difierence is in the units of measurement, 
and not in principle. 
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Another important consideration when it comes to 
choice between alternatives on a farm is the oppor
ttmity cosr involved. This principle says that the cost 
o[ any choice, e.g., of using some resource in a par
ticular activity, is given by the value of the best alter
native usc foregone. For example, if a farmer can 
earn a profit of $75 from a field of wheat and $95 by 
planting it to pulses, the opportunity cost of planting 
the field to wheat is $95. Since this exceeds his po
tential profit from wheat, he should pknt pulses not 
wheat And if the farmer persists in planting wheat, 
he should recognize that he is earning $20 less profit 
than he could have earned. In either case he makes 
money, but the point is that he would have made 
more money from pulses. Of course, it is up to the 
farmer to decide in what terms to measure oppor
tunity cost - it may be in money or leisure or some 
other form. What must hold is that each unit of land, 
labour and capital should be used where it will add 
most to income, however income may be measured 
(i.e., whether directly as money or in some tJroader 
terms such as satisfaction or utility). This principle 
of resource allocation is extremely important in choos
ing enterprises, and hence in working out an efficient 
pattern of farm organization. 

Stated more specifically, the principle of enterprise 
choice says that enterprises should enter the fann 
plan so long as their expected contribution to net 
farm income exceeds the opportunity cost of the re
sources they use. 

In applying the principle of enterprise choice, 
allowance needs to be made for relationships between 
.!nterprises. Various enterprises on a farm may "com
pete" with each other for use of resources, as in the 
case when a farmer docs not have enough labour to 
harvest two different crops at the same time. Conflicts 
of this kind need to be ironed out by adjusting 
cropping plans and the time of planting. Enterprises 
are "supplementary" when they utilize resources that 
otherwise would go to waste. such as ducks in Viet 
Nam which scavenge the fields for fallen rice after 
harvest. Enterprises can also be "complementary" 
by providing materials for each other, such as maize 
which utilizes the beneficial effects of a prior green 
manure crop or which provides a trellis for climbing 
beans. Complementary relationships can be especially 
significant between crop and livestock enterprises, 
and between crops in a multiple cropping system. 

The overall goal of the small farmer as far as oper
ation of his farm is concerned is to make what he 
regards as efficient use of whatever resources he has 
- land, water, labour, tools, capital, goodwill, etc. 
The principles outlined above deal largely with the 
internal problem of allocation of these resources to 
those enterprises and activities that will maximize the 
net return (however the farmer desires to measure it) 
to the farm as a whole. It means putting to pro-
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ductive use those resources which are now idle part 
of the year, and making mor~ effective use of those 
already employed. This, in fact, is often a significant 
problem in the developing countries wl1ere under
employment of labour in particular, and sometimes 
less than full udlization of capital and land resources, 
are often widespread through lack of opportunity at 
particular times of the year. 

The principle of goal tradeoff recognizes that the 
small farmer has multiple goals that will often com
pete with one another. Such goals may involve gain
ing cash income (to finance farm development, pro
vide home amenities, educate children, etc.), ensuring 
family food requirements, having leisure ~pportuni
ties, avoiding undue physical exertion, meeting social 
obligations, etc. In managing his farm, 1he farmer 
will wish to ac11ieve that 'mix of goal attainment 
which gives !.u n the best level of overall satisfac!ion 
(or utility) across his multiple goals. Inevitably, some 
of the different goals will be in conflict (e.g., cash in
come versus leisure). If they do not substitute for one 
another in both production (i.e., in theL· resource 
use) and consumption in· constant proportions as their 
achievement varies so that one goal will dominate 
another, the farm·cr will have to achieve a satisfactory 
balance tJetwecn them by trading one goal off against 
another. In doing this. he should trade off so long 
as the gain in satisfaction from the goal receiving 
increased emphasis is greater than the decrease in 
satisfaction incurred by decreasing the emphasis on 
the other goal or goals. 

To a large degree, the successful conduct of farm 
managem~nt research involves the collection of data 
and its ar,~lv.,is and reporting in terms of the above 
seven economic principles. They guide the researcher 
in terms of the hypotheses to be tested and the data 
that arc needed. Particularly in relation to small 
farmers, however, two fact~ must be emphasized 
about the application of these theoretical principles. 
These relate to the role of uncertainty and n.oney. 
Uncertainty. As elaborated in Chapter 8, small farm
ers have to make their managerial decisiona from 
year to year in the face of uncertainty about the cli
mate that will prevail. the incidence of pests and 
disease, the prices they will confront, the perfor
mance of new technology and, often, their tenure 
status and the political environment under which they 
will have to operate. In consequence, the small 
farmer's decisions are risky ones; he can never be 
perfectly sure of the outcome of his choices. This 
implies. on the one hand, that the ~mall farmer has to 
exercise personal judgement about the risks that he 
faces in his intuitive application of the principles 
outlined above and, on the other hand, that the farm 
management researcher must recognize in his con
sideration of these principles both the existence of un
certainty and the element of personal judgement about 
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risk that will pervade the small farmer's choices. 
Elucidation of the risks that the farmer faces and his 
reaction to them are therefore a necessarily imporlant · 
part of farm management research. . In tum, this 
implies that while the collection of farm data on farm 
systems in terms of enterprise mix, yields, costs, 
prices, cash ftow, returns, technology used, timing of 
operations, etc. will provide a first step toward eval
uation and understanding or farm performance and 
possible avenues of improvement in perfonnance · 
based on the economic principles outlined above, 
such historical data cannot tell the whole story. Man· 
agement must relate to the future, not the~ past, so 
that account must be taken of future possitAe yields, 
costs. prices and technology - about all of which 
there will be uncertainty and hence the need for 
exercising risky judgement. · 
Money. To a greater or lesser degree, small farmers 
operate in a mjxed cash and non-cash environment. 
Some are completely market oriented and operate 
fully commercially in a· money economy. Some are 
purely subsistence farmers and operate without any 
contact with a money economy. The· great bulk of 
small farmers, however, are semi-subsistence, i.e .. 
part-subsistence and part-commercial, so that they 
have som:.. contact with markets through which they 
receive money as part of their total income. It has 
sometimes been argued that, in so far as small 
farmers operate outside the cash economy. the prin
ciples of economic theory outlined above are irrele
vant. This is not so. These principles are pertinent 
and applicable whate~·er the numeraire used to assess 
gains and losses. whether it be money or some other 
measure such as the farmer's or farm family's per
sonal utility or satisfaction. What is true is that 
money. when applicable, is a very convenient mea
sure because of its standardized exchangeable nature 
across farms, regions and countries. As a result of 
this standardized exchangeable nature, a money-tased 
analysis enables comparison between farms and the 
aggregation of individual farm performance to re
gional and national aggregates. What is also true is 
that money is a generally applicable measure for farm 
management analysis in the fully commercial cash
oriented farming found in developed countries. How
ever, the fact that money plays such a role in de
veloped country agriculture provides no logical reason 
for dismissing the principles of comparative advan
tage. diminishing returns, substitution, cost analysis, 
cpportunity cost, enterprise choice or goal tradeoff 
in the developing country context of small farm man
agement. The difficulty is in specifying and quan
tifying the appropriate numeraire when - as in the 
case of most small farmers - the gains and losses 
from the farm operation are a mixture of money and 
non-money clements or involve no money returns at 
all. In the case of pure subsistence or barter situa-
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tions, the quantity of food produced (measured in 
some standard terms such as weeks' supply of an 
acceptable mix and quality) or the production of 
some standardized units of tarter may serve as a nu
meraire. More generally, however, when gains and 
losses involve both cash and non-cash elements, the 
tradeoff or exchange rates between them will be per
sonal to the individual fanner (i.e., different from 
farmer to farmer) and for any one farmer may not be 
constant as their proportions vary. Since resources 
will never be available for farm management re
search on a farm by farm basis, some compromise is 
necessary. Generally, this will imply the use of some 
standard numeraire applied to analyse and evaluate 
all the farm population of concern and most often, 
because of its convenience and increasing relevance. 
this numeraire will be money. But just as with :ile 
need for judgement so as to allow for the influence 
of risk, farm management researchers using money 
as the numeraire for economic analysis of small farms 
should always be cognizant of the fact that, to a 
greater or lesser extent depending on the farm sit~ 

uation, money is a compromise measure. While it 
may be the best basis of analysis which is possible. 
it may also be a less than adequate approximation 
depending on the extent to which trading guides are 
available on the money value of non-cash gains (i.e., 
outputs both physica1 and psychic) and losses fi.e., 
inputs both physical and psychic). 

Regardless of the numeraire used and the degree 
to which risk is relevant, all the principles of eco
nomic theory outlined above basically ieduce to a 
f ~ 1gle common sense maxim known as the economic 
principle of marginality. This is that whatever his set 
of goals may be, if he wishes to achieve them as well 
as possible given the constraints of climate, resource 
availability and institutional-political structure under 
which he has to opeiate, the smalt farmer should 
always make his choice; so that his use of resources 
11 ... -A 1 .... 1... ......... - ..-.... -!•-1 •=--- ---l -------~- .. '\ .:_ ----L 
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that the marginal gain from the slightest possible 
change in resource use is equal to the marginal loss 
implied by the change. Gain, in the sense of this 
rule. is ideally measured as the extra satisfaction 
ot:Jtained; and loss is the satisfaction given up, how
ever satisfaction may be measured, whether in money 
or other terms. 

This rule of aiming to have resources used in such 
fashion that the marginal gain (or revenue) from any 
change in resource use is equal to the marginal loss 
(or cost) arising from the change is, of course, the 
rule which should be used by farm management re
searchers in appraising farm performance (and also 
in other work such as in developing farm plans and 
appraising the potential role of new or different tech-
nology and fa,-m production systerns). Particularly 
when blindly based on a money numeraire, such farm 
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management research suggests not infrequently that 
small farmers are not following the principle of mar
ginality a..tld are therefore managing their farms inef
ficiently or, same thing, are using their resources and 
opportunities in a suboptimal way. Invariably this 
conclusion will be wrong and the farm management 
researcher should resist its temptation. 

Difference between how the farmer uses his re
sources and what farm management research indi
cates he should be doing with them (assuming no 
change in technology) is inevitably due to the re
search being based on an inadequate representation 
of the farmer's goals, inadequate measurement of 
goal achievement and tradeoff rates between goals. 
inaccurate data on farm performance, false assump
tions about the farmer's beliefs, inadequate account
ing for risk influences, or some combination of all 
these factors. Assuming no gross errors in the farm 
data used, the message from such research should 
therefore be not that the farmer is inefficient, but that 
if his beliefs, goals and preferences were different 
and agreed with those assumed in the research. then 
certain changes in resource use would be needed. 

While it is quite appropriate to attempt to change 
a farmer's beliefs about such things as the chances of 
success of new technology, likely future prices, etc., 
whether or not an attempt should be made to per
suade the farmer to change his goals (and value 
system) is another question. It involves toth philo
sophic and moral considerations well reflected in the 
humourist's comment that "Money only brings misery 
but it is nice to be able to choose your own misery." 
Suffice to note that the broad question of whether or 
not to try to change farmer goals and values will gen· 
erally be a matter for government policy decision 
guided by farm management research bringing the 
possible benefits of such possibilities to the attention 
of policy makers. In this regard, as discussed by 
Umali (1978), fann management research is particu-
1_ -'-· --'----~""- ....__ - -1~--- ..:1_ -~-~--- --- .... L_ --1- -~ 
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community groups and group action as instruments 
for the conscientization of disadvantaged small 
farmers so as to make them more aware of their 
circumstances and the possible opportunities open 
to them. 

PRACTICAL EXPERIENCE 

Just as crucial to farm management research as 
an undersianding of theory is the need foi the ie
searcher to have practical aiJpreciation, familiarity 
and experience with farming aud rural people. Wi~h
out such experience and appreciation, it is exceooingly 
difficult for researchers to understand the farming 
systems used by small farmers and to estatJ.ish rap
port and have ernJ;.;tthy with small farmers. Likewise. 
experience is ner.ess~ in order to appreciate and 



understand the physical and socioeconomic environ· 
ment under which the small farmer has to operate, 
the decisions he has to make, the relative impor· 
tance of these decisions, and the degrees of freedom 
he faces in his choices due to constraints of resources, 
market access, cultural norms, etc. At the mos~ 
mundane level of data collection, without experience 
the researcher will have no guide to errors of com· 
munication and misinterpretation that may occur. 
Most importantly, without knowing something of the 
farmer's needs and the farming systems available t~_; 
him to satisfy those needs, the researcher will have 
little basis on which to formulate researchable prob· 
!ems and their associated hypotheses for testing. In 
all. therefore, practical knowledge is a most important 
element for successful farm management research, 
par: icularly with small farmers. This is uuL to say 
that the researcher must at some stage have been a 
small farmer. What it does say is that he will be 
advantaged if his training has involved some period 
of pracfcal farm experience actually doing farm work 
(rather than watching others do it) and if he has taken 
the opportunity to visit, talk, consult and estal:Aish 
rapporr with small farmers in their fields and their 
homes so as to gain first-hand familiarity with their 
farming systems and way of life. 

As well as practical experience with farming. it is 
important for the researcher to have (or to have 
access to) working knowledge of the research struc· 
'ure under which he has to operate. Such knowledge 
is important since farm management research, as with 
most applied research, has to be carried out under 
less than ideal conditions. In particular, institutional 
and budgetary constraints, logistical difficulties in the 
field and poorly trained personnel can have a very 
significant effect on research efficiency. Practical ex
perience of the research structure and organization 
can be invaluable in helping to overcome or ame
liorate these difficulties. 

RESEARCH STRATEGY \ND RESOURCES 

Also essential to the conduct of successful farm 
management research are the use of an effective re· 
search strategy and the availability of adequate re· 
search resources. These aspects. of course, are inter· 
dependent in that a prime requirement of an effective 
research strategy is that it matches the resources 
available for research. 

An important element of research strategy is that 
th;; research be oriented to the solution of a well· 
defined problem. This implies there will generally be 
a time constraint fixed by the need for some decision 
to be made on the basis of the research. There will 
also be restraints related to the av&ilability of trained 
manpower, data processing facilities and financial 
support. Prior information of relevance will also 
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usually be less than ideally available, as also will be 
physical resources such as transport and experimental 
facilities. 

In attempting to match the research project to the 
resources available, three alternatives are possible 
(Andrew and Hildebrand, 1976). The resources may 
be ..;xpanded to fit the project if the sponsor is willing, 
or the project may be cut back to fit the resources 
available, or both these steps may be taken to some 
de~e. 

If resources cannot be expanded, the researcher 
has four ways in which he might cut back the initially 
proposed project First, he might decide to study 
fewer variables, preferably those judged to be of 
greater importance. Second, he might aggregate vari· 
ables into groups so that, while no relationships are 
excluded, the nature of the relationships is likely to 
be made less dear because of the loss of opportunity 
for detailed study implied by aggregation. A third 
possibility would be to change the nature of the anal
ysis to be carried out. For example, without a pro
fessional statistician it may be infeasit!e to carry out 
sophisticated statistical analysis so that elegant and 
detailed data collection procedures may no longer be 
necessary. Of course. less complex analyses cau 
usually be carried out more quickly an<! with fewer 
facilities, but the precision of the results will be re· 
duced accordingly. Fourth and finally, the researcher 
may decide to compromise by making fewer ot.ser
vations. For example, he may elect to use a reduced 
sample size in a survey or to collect less experimental 
data by reducing the m•mber of treatments studied 
or replications used. 

Research resource availabtlity is an important de· 
tcrminant of the nature of the research product and 
its precision. The researcher must recognize the eff~· 
that resource limitations can have on his research. 
Only by doing so can he develop a research strategy 
that gives a de:siu!d probability of producing useful 
results. Projects designed without recognizing re
source limitaticnr; can and do frequently run into 
difficulties such that even the iimited resources are 
wasted. The result is that less effective information 
is made av:1iiable for problem resolution (Andrew 
and Hildebrand, 1976). 

In developing a farm management research strat
egy. a distinction can be made between the elements 
of research method on the one hand and, on the 
other hand, the administrative steps involved in the 
life of any particular project. 

The essential elements of research method are: 

(l) a problem statement accompanied by sufficient 
information to justify the need for research~ 

(2) a listing of the hypotheses to be tested; 
(3) a listing of the objectives to I:.e met; 
(4) a decision on what theory is relevant and the 



analytical approach and procedures to be fol
lowed; 

(5) a decision on the data requirements and how 
they are to be obtained; 

(6) a detailed work plan showing the jobs to be 
done and their flowchartirg; 

(i) a decision on how the research results are to 
be reported and to whom; and 

(8) a budget of the required resources. 

All these elements of research method are inter
related. Theory, for example. wlil guide hypothesis 
formulation and data needs will detennine the budget 
size (or vice versa!}. The first three items listed above 
provide the orientation and focus of the research. It 
is through them that the requirement of specifying a 
researchable problem is met. Broadly, the selection 
of a researchable problem involves sharpening the 
focus on some particular aspect of a more general 
problematk situation present in the farm management 
field of interest to the researcher. Hypothesis formu
lation narrows the protlem to tentative relationships 
whose validity is to be tested. Finally, the objectives 
specify the limits within which the research is to be 
conducted and describe the type of output to be ob
tained. Obviously, this is not a once-only process. 
The problem, the hypotheses and the objectives may 
each have to be amended and refined a number of 
times before finality is reached. 

The ~sscnce of a problem is that it reflects a felt 
need. Reh1tive to small farmers, this need may be 
felt by the farmers themselves or by some agency 
concerned with fanner or national welfare. To be rel
evant as a researchable problem, the need must be 
capable of being resolved as a result of information 
gained through research. Thus not all problems are 
solvable via research. Further, the statement of a 
researchable problem must be based on factual evi
dence that is noi under dispute. Given agreement 
on tb.: problem statement, hypotheses as to why the 
problem exists can be formulated for testing. These 
hypotheses will be formulated by the researcher on 
the basis uf his knowledge of relevant theory. Non
testable hypotheses are irrelevant since they cannot 
contribute to problem resolution. 

Hypothe:;es, because they have to be tested, pro
vide the guidelines for the type of data that need to 
be coUected and the techniques to be used in analysing 
the data. Formulation of hypotheses, therefore, 
should come before the collection of data. It is hy
potheses that provide the link between the problem 
and the data collection and analysis stages of the re
search. The desirable characteristics of hypotheses 
have been well stated by Andrew and Hildebrand 
(1976) as follows: 

(a) Hypotheses must be formulated as "if-then" 
clauses and stated in such a manner that their 
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implications and relationships to the problem 
can be shown logically. 

<b) Their statement should t.e as simple as possible 
both in terms of theory and number of vari
ables involved. 

(c) They must be capable of verification or rejec
tion within the limits of the research resources 
available. 

(d) They must be stated in such a way as to pro
vide direction for the research, i.e., to suggest 
the data to be collected and the analytical 
techniques to be used for testing the -iata. In 
this sense tl1ey constitute a plan for a ;tion. 

(e) Taken togetJ1er, the hypotheses must be ade
quate relative to providing a meaningful degree 
of problem resolution. 

Objeciives describe what is aimed to be achieved 
by the research. In general, they will define the re
search project's limits, outline the means of conduc~
ing the research. identify for whom the research 1~; 
being carried out, and specify the expected output 
of the research (which can then be used by the re
search sponsor to help resolve the problem studied 
by the research). It is the objectives which link the 
theoretical relationships implicit in the hypotheses to 
the analytical procedures and orientation needed to 
carry out the research. 

The following statement provides an example of 
a statement of a research problem, hypotheses and 
objectives. 
Problem: Farmers in the 'UVW' district have low 
maize yields and this contributes to their low levels 
of net farm income. 
Hypotheses: 

(c:z) If farmers were to use nitrogen fertilizer on 
their maize then their yields and net farm in
comes would increase. 

(b) Farmers do not use nitrogen fertilizer because 
supplies are not available. 

(c) The provision of a new road by which nitrogen 
fertilizer could be more easily I:Jrought into the 
district would be in the national interest. 

Objectives: To detennine for the 'UVW' district (1) 
the yield and gross margin relationships between the 
use of .;itrogen fertilizer and maize yield; (2) the con
tribution of maize to net farm income and how net 
farm income might change if nitrogen were used in 
maize production; (3) the availability of nitrog~n f~r
tilizer in the region and whether farmers desrre 1ts 
availability to be increased; and (4) ii the construction 
of a road to the region would be worthwhile in ben
efit-cost terms:, Overall, the aims of the project are 
to provide guidance on the possible ro~e of fe~tili~er 
in increasing the net income of farmers m the dtstnct. 



PR.OJBCI' ADMINISTRATION 

Viewed in terms of administration, •the life of any 
farm management research project passes through 
the three stages of formulation, exe(~ution and ter· 
mination, each involving a number of steps for ad· 
ministrative action (Sitton, 1966). 

Formulation phase. During project. development or 
formulation, eight steps must be carried out: 

1. A need must be felt for infor:nation relative to 
some problem of research potential. 

2. Further information of a preHminary nature on 
the potential idea for research must be gath· 
ere d. 

3. The problem must be narrowed to manageable 
limits for research and relevant objectives 
decided. 

4. Assessment must be made of the alternative 
ways in which the objectives might t.e achieved. 

5. Responsibilities must be determined as to who 
will perform what work and which agencies 
are to be r.:sponsible for different aspects and 
under whose supervision. 

6. A project outline must be written outlining 
the research project. This should cover the 
problem statement, hypotheses to be tested, 
objectives of the research, budget requirements 
and detailed responsibilities and procedures 
for achieving the objectives. 

7. Approval of the project outline (particularly 
in terms of budget provision) must be obtained 
from all the individuals and agencies involved. 

8. A written record must be kept of everything 
pertaining to the project. 

Execu.Jion phase. While project success is certainly 
dependent on proper formulation, the main effort of 
the project will be in the research execution period. 
From an administrative view, this can be divided into 
the following seven requirements: 

l. Activities must be coordinated. 
2. Necessary forms, instruction sheets, materials, 

etc. must be prepared. 
3. Personnel must be selected and adequately 

trained to gather data and/or record results. 
4. The data must be gathered, recorded and 

checked. 
5. The data must be summarized and analysed 

via the appropriate analytical techniques rel
ative to the hypotheses being tested. 

6. A report must be written giving the results 
of the research. 

7. Throughout, researchers must keep a written 
record of what is done and how it is done at 
e3Ch step. 
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Termination phase. Frequently, projects are left in an 
untidy state because this administrative phase is 
ignored as personnel shift to new projects. Good 
research administration should not allow this to hap· 
pen. Five terminating activities can be delimited, as 
follows: 

1. The cooperation of all people who were in
volved should be acknowledged. This is es· 
sential for maintaining goodwill. 

2. The data collected should be reviewed to see 
if they may be useful for other purposes or if 
they suggest other problems for research. 

3. All project material - correspondence, inter
view notes, preliminary data, field schedules 
or notes, tabulations, work sheets, reports, etc. 
- should be organized and filed for future 
reference if required. 

·~. Budget expenditures should be summarized for 
easy reference in planning future projects. 

5. The results of the research should be dis· 
seminated in appropriate ways to relevant 
people. Unless this is done, the research 
might just as well not have been carried out. 

1.4 Tbe need for farm management research 
on small farms 

The overall need for farm management research on 
small farms lies in their importance as both a major 
component of the world's disadvantaged population 
and as potential contributors to the provision of ade
quate world food supplies. For virtually all of the 
developing countries, development encompassing their 
small farmers is an essential element of national de
velopment. While ever they have a significant smalJ 
fatm problem, countries cannot be regarded as 
developed. How farm management research can 
assist such development may be considered under 
the five headings of research contributions to: recom· 
mendations for small farmers, project evaluation, 
agricultural planning, agricultural policy, and rural 
development. 

FARMER RECOMMENDATIONS 

It is generally agreed that small farmers use their 
limited resources and knowledge efficiently via their 
traditional farming systems. From a farm manage
ment point of view, to improve small farmers' wei· 
fare or incomes it is necessary to provide them with 
improved technology and, so far as relevant, better 
information on market trends and prospects. Farm 
management research can play a major role relative to 
both new technology and market information. 

The provision of improved market information im· 
plies farm management research whkh, in terms of 



both existing and potential farm enterprises, appraises 
likely market supply and demand so as to provide 
guideline price forecasts for dissemination to small 
farmers. Given such guidelines, small farmers can 
better respond to market needs. In such work the 
farm management researcher will often need to work 
in cooperation with commodity and marketing econ
omists. Conversely, he will have a role to play in 
guiding national planners on the likely response of 
small farmers to price changes for farm inputs and 
products which might be promulgated as .:lements of 
national planning. 

At th.! other end of his professional work spectrum. 
the farm management researcher has a significant 
role to play in cooperative research with agrobio
logical scientists in the development, testing and eval
uation of improved farm production systems. Such 
research on new technology. particularly in terms of 
its testing and evaluation, constitutes a major need 
to be met by farm management research. Only after 
adequate evaluation can soundly based recommen
dations about new technology tJe developed for dis
semination to small farmers. There is also a liaison 
role to be played by farm management researchers. 
This is in providing feedback from farmers and 
guidelines based on real farm knowledge to agrobio
logical researchers so as to better ensure that their 
endeavours to develop new technology are well orient
ed to what is needed and feasible on farms. Too 
often in the past, research aimed :1t developing new 
technology for small farmers has been carried out 
without any recognition of what is feasible and ap
propriate in terms of the farmers' real-world situa
tions. 

PRoJECT EVALUATION 

Before implementation, any proposed public or 
group project should be economically assessed to see 
if its likely benefits exceed its costs to a satisfactory 
degree. Such projects might be a dam to provide ir
rigation water, a levee bank to provide community 
flood protection, a road to give market access, a rmal 
electrification scheme, etc. So far as the benefits or 
costs arise on farms, farm management research will 
be needed to determine these quantities. At the 
simplest level. the necessary appraisal following col
ltction of relevant farm data may only involve budget 
analysis. Often, however. adequate appraisal will 
necessitate more sophisticated analysis using tech
niques such as linear programming to model and 
gauge likely project impact across the farm popu
lation affected. 

A major contribution of farm management re
search to project appraisal can be the injection of 
realism into the assessment of possible benefits. Fre
quently, and especially so relative to projects oriented 
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to communities of small farmers, projects are formu
lated by city engineers and planners who have little 
appreciation of farm realities and are far too opti
mistic in their assessment of potential benefits. 

AGRICULTURAL PLANNING 

As a basis for facilitating national development tby 
preventing bottlenecks in essential supplies, sched
uling national budget receipts and expenditures. en
suring desirable supplies of credit, etc.}, many de
veloping countries now formulate national or sectoral 
plans for one or more years ahead. And even if there 
is no national or sectoral planning, there will often 
be regional agricultural planning as a basis for re
gional development. As discussed by Schickele (1966), 
in formulating such plans, farm management re
search is essential so as to adequately specify, firstly, 
the resource base available to farmers in the plan 
and, secondly, their likely use of inputs and pro
duction over the period of the plan. All these 
quantities need to be estimated if the plan is to be 
realistic. 

AGRICULTURAL POLICY 

By agricultural policy is meant the specification by 
government of those rules and regulations and other 
parameters under which agriculture has to operate. 
Of course, not all aspects of the agricultural environ
ment can be controlled by government. Nor will 
government wish to fix all those elements which it 
could control. Nonetheless, in all countries there 
tends to be a substantial government intluence on 
agriculture via rules and programmes relating. for 
example, to tenure, land and water rights, prices, 
market arrangements, pest and disease control. ex
ports, labour welfare, credit supply and interest rates, 
etc. And many elements of national policy. c;uch 
as exchange rate control, highway development, edu
cation and research funding, social welfare provision, 
etc. ha,•e a significant effect upon agriculture. 

Farm management research is needed in order to 
assess the impact on farmers and the general rural 
community of particular policies. Ideally this should 
be done ex ante, i.e .• before the policies are actually 
introduced, so as to provide guidance on their likely 
efficacy and suggestions for their improvement. Pol
itics being what it is, however. assessment is often 
not pmsible until after policies have been introduced. 
Frequently. farm management research will indicate 
quite untoward effects arising from policies which, at 
face value, seem only to have potentially beneficial 
effects. For example, in response to a severe weed 
control problem, government might introduce a sub
sidy on chemical weedicide so as to induce its use 
by small farmers. The result, however, might be not 



only total weed control but also social unrest due to 
a significant loss of employment opportunities for 
those workers whose previous major source of income 
came from handweeding. Prior farm management 
analysis or monitoring of the subsidy policy's effects 
would have given warning of such a problem. 

RURAL DEVELOPMENT 

By rural development is meant the general develop· 
ment of the rural community in terms of such attri· 
butes as income. health. education. culture and in
frastructure. Most often. rural development is at· 
tempted on a project basis relative to some particular 
region or target group community. Such projects 
are certain to need farm management research of 
all the types discussed above in relation to farmer 
recommendations. project evaluation, planning and 
policy. Such research will assist in determining the 
relative need for rural development programmes be
tween different regions, what avenues of development 
arc feasible, how they might best be undertaken and. 
by nwniloring the development<; over time, how suc
cessful they are. 

1.5 Approaches to farm managenent research 
on small farms 

The approach to be taken to farm management 
research on small farms might be discussed from 
many pers[Jectives. We will emphasize the conc.:!plual 
framework to be used, the role of models, the ne
cessity for coordinated programmes, and the use of 
yield constraints as a guide to research priority. 

C'O>.;CEPTUAl FRAMEWORK 

Whether for farmer recommendations, project ap
praisal, regional development. national planning or 
policy purposes, all farm management research 
oriented to small farms is concerned with enhancing 
their development. To varying degree:-; such research 
wm involve some focus away from individual farms to 
more ma::roeconomic considerations, but it will al
ways involve a major element of work at the indi· 
vidual farm and local community level. If this farm
level work is to be successful, it must be based upon 
a correct conceptual framework and, as discus'>ed 
below, will be greatly helperl by the use of an ade
quate structural model of the farm situation. 

The general methodology and principles of farm 
management research were developed in the context 
of commer::ial farms in the Western world. As noted 
in Section 1.3 ab,we, these principles of analysis are 
correct for small farmers in the developing world 
but the canceptual and situational framework in 
which they have to be applied is different. In par-
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ticular, as discussed by Umali (1978), farm man· 
agement research in Western developed countries 
emphasizes the individual farm and is based on pri
vate ownership of land. For much of Asia and 
Africa. however. traditional agriculture is based on 
a communal concept of land ownership and the 
farmer may often be best reached and assisted not as 
an individual but as a membet of his local commu
nity group (Wong and Reed, 1978). Accordingly. 
compared to the situation in Western developed coun· 
tries. farm management research for small farm de· 
velopment must generally be far more oriented to 
farmers as members of local community groups. 

To further illustrate the kind of conceptual adjust· 
mcnts needed, it is fruitful to consider some of the 
everyday farm management research terms and con· 
cepts in the context of small farm agriculture. 

The profit motive. This concept underpins most of 
the standard textbook presentations of Farm Man
agement Economics. Its limitations for analysis and 
planning in the sma!i farm context are too well known 
to need much daboration but by way of example, 
the herdsmen of Africa (Masai, Somalis, Dinkas, 
etc.) regard their livestock as a walking bank. a mea
sure of tribal status, or a social security fund, but 
seldom as an enterprise to be rationally managed to 
produce profit. To a lesser extent this applies also 
to some settled farmer tribes, e.g., the Kinangop 
Kikuyu who manage dairy cows for profit. male cattle 
for status, and sheep and goats as a sort of family 
emergency fund. In these situations the profit motive 
is present, to varying degrees. but it is seldom strong 
enough to furnish the sole necessary basis for farm 
management research and farm development planning. 

Farm size. There are so many exceptions to the 
usual textbook mr!aning of this concept that pitfalls 
can easily occur. Consider the following examples. 
(A) It is obviously not a very useful concept in the 
shifting small farmer agriculture of Sumatra, or Ka
limanlan, or the southern dry zone of Sri Lanka, etc. 
(B) In the small farm areas of Kenya a. nominally 
ten-hect~re farm may be divided into four portions, 
one for each of three wives, which she operates as 
her farm, the residual land being used for a jointly 
managed livestock enterprise. In data collection this 
is important, because the 'farmer' himself may not 
know much about any of the farming operations, 
leaving all that to his wives. Just which part of land 
we accept as defining the 'farm size' will depend on 
our specific purpose and the kind of data we are 
collecting. 
(C) In the Karangede Hills of Central Java no in
dividual farmer owns or has permanent rights to his 
'farm': periodically he is allocated a parcel of land 
to cultivate, not necessarily the same piece or size in 



consecutive years. For planning purposes the relevant 
unit here would be all the village lands, not indi
vidual parcels. 
(D) In the Tawangmanu fanning system on Mt. 
Lawa, Central Java, vegetables and citrus are grown 
on family units of about a third of a hectare. The 
soil nutritive balance is maintained by carrying a 
green manure legume down from the mountain and 
incorporating this in the soil, and/or adding manure 
from cattle which are stall-fed with grass from gov
ernment forest land on the mountain. Biologically 
and economically the farm would have to be defined 
as a third of a hectare of vegetatAes plus whatever 
forest area is needed to supply the nutritive addi
tives. 
(E) Finally, a Kenyan-Somali herdsman would not 
understand the concept of 'size' at all, even of that 
land area needed to support his camels IJ1ld cattle. 
The closest he could get to this concept might be to 
say that if the long rains come he will go north to 
the country of the Ogaden, and if they do not then he 
will fo:tow the camels south to the wells at Mansa 
Guda. His 'farm' is all that land between Moyale 
and Wajir. 

These few examples illustrate the possible limita
tions of an apparently simple concept such as farm 
size. But if we cannot calculate, say, 'gross m:~.rgin 
per hectare,' 'net farm income per hectare,' etc., 
cannot we substitute other measures of economic 
performance, say, return on total investment? Some
times. But not with the nomads. To a Somali. 
his camels are not an investment. They are his life. 

Farmer decision making. This area of farm man
agement research has developed rapidly in recent 
years. Main concern has been with how farmers 
arrive at their decisions, and determining those fac
tors which influence decision making. Relatively 
little attention has been paid to who makes the de
cisions because it is generally assumed (more or less 
correctly in the Western agricultural context) that 
they are made by the farmer. But this concept or 
assumption can also often be wrong if applied in
discriminately to small farm situations as the fol
lowing examples show. 
(A) The Kikuyu multi-family situation was noted 
above. If there are two or three wives each respon
sible for a piece of the land area, there will be three 
or four decision makers: each wife as maternal head 
of her family and as independent manager of her 
farm, and the husband making overall 'policy' de
cisions over the land in general and some or all of 
~he livestock. There will also be group decisions 
l•lade concerning joint enterprises. The practical sig
nificance of this for data collection is that it would 
be a waste of time asking a Kikuyu man for data on 
cropping practices, disease and pest losses, yields, 
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etc. Reliable data could only be obtained from the 
household member who actually does the work. 
(B) To take an Asian example, just what does 
'farmer decision making' mean in a Javanese paddy 
village? So standard are the farming practices and 
technology, so fixed by custom and routine are de
cisions as to when to plant, how to plant, when to 
weed and harvest, etc. that it is difficult to find any 
significant decisions left to the individual farmer. 
The significant decision makers are the village lurah 
(or chief, advised by village elders) and the whole 
community arriving at a sort of group consensus. 
Brave indeed would be the individual farmer who 
introduced radical changes in the accepted cropping 
technology or system, i.e., who actually made and 
implemented any but the most routine decisions. This 
has implications for the type of data to be collected, 
the source of such data, and the type of development 
plans we might formulate. For example, most 1ata 
should relate to the village as a unit, would be ob
tained largely from the chief and his officials, and 
any development plan would have to be acceptable to 
the whole village. In a sense, the research orien
tation would be toward village rather than farm 
development. 

Multiple croppinR systems. As espoused in most text
books, farm management analysis is based on the 
concept of separability and comparability of different 
crop and livestock enterprises. Individual farm en
terprises are assumed to be largely separable and 
identifiable more or less in isolation so that measures 
can be made of their techn0logical and economic 
efficiency on an individual enterprise basis, compar
isons made among them, and recommendations 
made that some enterprises should be expanded and 
others contracted, etc. As emphasized by Ruthen
berg (1976), this concept of separability and the 
methodology based upon it (enterprise gross margins, 
partial budgeting, linea~ programming, etc.) are quite 
valid for farms in developed countries and for many 
areas of Afro-Asiar. agriculture, but for others they 
are not. Consider the following examples. 
(A) In the Tawangmanu farming system of Central 
Java noted above. there may be five or six different 
crops intermixed on the same land at the same time. 
The composition of the mix changes throughout the 
year. The degree of complementarity between some 
pairs of these crops is high: e.g., beans and maize. 
where the beans give weed control for the maize and 
the maize later provides a trellis for the beans. Fer
tilizer applied to one crop has a spillover effect on 
associated and following crops. It is physically (and 
economically) impossible to make valid comparisons 
among single crops in the system. It is only poso;ible 
to make comparisons between farms of the entire 
system, and between this and other systems. Indee<\, 



as yet very little is known about mixed-crop farming 
systems, from either the soils, biological, agronomic 
or economic points of view. The development of 
knowledge about these systems is a major task for 
farm management research in cooperation with agro
biological scientists. 
(B) In the Kandyan Hills of Sri Lanka, as in some 
other regions of south and Southeast Asia, multi-tier 
forest-garden farms constitute the dominant farming 
system. Typically these farms involve a diverse mix 
of perennial tree crops, unde1planted with ground 
crops where shade and light permit. These Kandyan 
forest-garden farms are typically of less than a hect
are and support 10 to 12 (even up to 18) economic tree 
species. Tree density is very high at around 1 200 
per hectare (up to I 700 if kitul. areca and coffee 
are included in the mbt). Yields of individual trees 
and species arc generally low, but the overall rco
nomic returns (cash and food) per family for these 
small farms are surprisingly high. Almost all of the 
economic and agronomic data available on the crops 
grown in this system refer l<' them when grown in 
pure stands; practically nothing is known about them 
when grown as associations, i.e .. as forest-garden farm 
systems. Again the need for basic fann management 
information is obvious. For example, at first glance 
it might be thought that low yields of individual 
species in the mix are evidence of land usc ineffi
ciency, and that these farms could be further 'de
veloped' by thinning out the mix and concentrating 
on the more 'economic' species. Such a judgement 
overlooks the fact that this system, far from being 
undeveloped, has been evolving over many cen
turies into what is now possil:Ay one of the most 
botanically sophisticated systems known, a system 
moreover which provides a reliable and uniformly 
spaced stream of family cash income and food. Suf
fice to note that for present purposes, this system 
illustrates the danger that would lie in collecting data 
for and evaluating only one or two components of 
what would, on closer knowledge, turn out to be an 
already highly d;:vcloped and complicated farming 
system. 

Appl.ll'ent versus real use-value of land. As a final 
example of the importance of having the correct 
concepts before we actually start collecting data or 
planning, it sometimes happens that the real use
value of land is not understood at either the data 
collection or planning stage. A good example is 
provided from the southern Sudan where there is a 
land development scheme aimed at growing rice on 
a large scale in a series of dike-protected basins on 
the flood plain of a tributary of the Nile. Each 
September the river floods, water is released into 
the dikes, the crop is grown. then the water is 
drained out and the crop harvested. That is the 
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theory and. to a considerably lesser extent. the prac
tice. Agronomically and technically the scheme is 
feasit.fe. However. there is one seriou~ problem:· the 
people do not want rice, they want fir.h. Fish arc 
contained in the irrigation water rele .. ...,d into the 
paddy basins and in years of high flood they come 
over the dike walls in the floodwaters. When the 
flood recedes, fish traps are set up outside the sluice 
gates. Where there are no gat.es, holes are (illegally) 
knocked in the dikes and triipti set up thl""" ~. and 
the fish r.rop is harvested as it drains out. In .Jl !~L;, 
as may be imagined, relatively little attentbn ts paid 
to the rice. Had the planners been less fixed on 
their own agro-technical concepts, and made an ef
fort to understand the land usc rriorities of the 
people and their basic diet pattern, fish culture would 
have been planned for and incorporated as a signifi· 
cant activity in the scheme. Then a mutually ac
ceptable fish/rice system might have emerged. instead 
of the unwanted, foreign mono-crop technology which 
was imposed by the planners. 

STRUCTURAL MODELS 

A model is a simplified representation of reality 
which aims to canture the most important features 
of what is being ''li,-1'!1Jed without the complication 
of all its less sign •. .,, -. 1t detail. Usually models of 
a farm, enterprise, process, etc. are developed as 
either an end in themselves, or as a research tool 
with which the operation and efficiency of a system 
under diffe,ent operating conditions may te explored. 
In the first case the model is useful as a concise quan
titative description, and research is done for the pur
pose of constructing or specifying the model. In 
the second case research i'ii done with the model it
self, e.g., as outlined for linear programn,;;-~ models 
in Chapter 4 and production function moj.•ls in 
Chapter 7. 

There is a third role for models: they can be useful 
to outline the structure of the situation being studied 
and as guides to better problem identification and 
data collection. In this case they may first be con
structed as preliminary/tentative/partial models to 
identify critical aspects in the farm situation and the 
kind of data needed, then elaborated upon and ex
panded to serve as research tools. Often this will 
be a very fruitful approach to farm management re
search with the steps of data collection, model build
ing and better problem identification being taken 
more or less simultaneously. Thus the process may 
be that: 

- a rough, tentative first-stage model is con· 
structed to describe what the farm situation 
or problem is thought to be i.e.. as an hy
pothesis; 
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- likely further information requirements are 
identified from this first-stage model~ 

- a tentative questionnaire is prepared for getting 
the necessary (missing) information and taken 
into the field both to pre-test the questionnaire 
in the conventional way and to get additional 
information or insights for amending anu cor· 
recting the model; 

-- this additional information is incorporated into 
the model until it is sufficiently complete to 
allow positive identification ot piOblems and 
data needs for their resolution; and 

- the questionnaire is then modified preparatory 
to its use in the full field survey. 

Obviously there are potentially as many kinds oi 
structural models as there are different types of 
farms, enterprises or processes. Four broad groups 
can be noted: 

( l) models of the agro-economic structure of whole 
farms; 

(2) models of individual enterprises or cropping 
systems within the whole-farm system; 

(3) models of processes (typically the handling 
of a commodity output from one enterprise); 

{4) models of an industry or industry sector. 

Any such model might take the form of: (i) a verbal 
nf"<:l"rintinn nr Ji.:tino nf !'11J thP fM•Inr<: invnJvpn in ----·-r·· ........ ·· ...... ........... c ......... --- ··-- ---- ............................. __ .... .. 

the problem: (H) a systematic mathematical or al
gebraic statement of the problem (e.g .• a linear pro
graP"ming matrix); or (iii) a simple sketch or flow
chart of the relationship between steps in a process, 
processes in an enterprise, enterprises in a farm 
system. It is the latter type of flowchart sketch 
which is likely to be of greatest help in the pre
!imL'lary stages of farm management research~ Its 
construction forces the researcher to better appreciate 
and understand the system he is dealing with, pro
vides a basis for further discussion with relevant 
parties, and immediately brings to light data needs 
for adequate specification of the system. 

Figure 1.1 gives an example of a flowchart model 
depicting the structure of the process of harvesting 
and handling cardamon spice en a farm in a particular 
region of Sri Lanka. It was constructed using data 
from one estate for the purpose of clarifying for the 
research worker (who had no previous experience of 
cardamon): (a) what sequence of steps or jobs was 
involved: (b) the importance (cost) of each step; 
(c) who did what in the process; and (d) what data 
would probably be available and need to be collected 
if a survey of cardamon estates were to be under= 
taken. 

Figure 1.2 presents a more elat-orate structural 
model. It is for the annual operation of a mixed 
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crop-livestock farm in the Sind province of Pakistan. 
The model was constructed to draw out the highly 
integrated nature of such Sind farms and to guide 
clarification of the complex relationship between live
stock and crops. For example: dairy cows generate 
m!lk for direct family consumption as well as for 
conversion and sale as ghee, and they also generate 
manure for use on three of the five crops grown; 
four of the crops grown generate feed or by-products 
for the dairy and work cattle~ and the work cattle 
supply both power and manure for the crops. 

The five rectangles in the middle respectively 
represent the crops grown -· berseem dover. 
kharif fodder, wheat, sugar cane and cotton. Re
source inputs into eacb of these crop enterprises are 
~ketched as entering the system from above with 
cash expenses in the to(> row, then labour days, then 
bullock days and/or animal manure. Products from 
each enterprise are depicted as leaving from the 
bottom. Below each crop rectangle is shown total 
production of main and by-products. and the distri
bution of these between consumption and sales. For 
example, for wheat: 

- c;rea is 4.76 acres (1.93 ha.); 
- cash costs are Rs297 (coming from the family); 
- labour amounts to 115.9 days (all supplied by 

the family); 
- bullock power inputs are 55.8 days of bullock 

wnrlc (rnminP' frnm thP hnllnl"lc nnnl nr tnt!'ll -- ~--- ,--------o ------ _, __ --------- r--- -· .... , .. --

SUpply of 300 bullock workdays): 
- animal manurt> input is 95 maunds (coming 

from the farm manure pool of 348 maunds)~ 
- products consist of bhoosa (wheat straw) and 

grain~ 

- 104 maunds of bhoosa are produced (valued 
on the market at Rs260) and are not sold but 
channelled into the farm's total feef. pool: 

- grain produced is 97.3 maunds (valued at 
Rs 1 556) of which 39 maunds are consumed by 
the family and 58.3 maunds sold (for Rs932). 

At the bottom of the model all produce consumed 
by the farm family and all produce sold are accu
mulated to the right and then top-right to give fam
ily farm cash income of Rs7 790 and value of farm 
produce consumed by the family of Rsl 464. Family 
cash income is later increased by Rs359 from 119 
days of work done by family members off the farm. 

Family elements are shown in the top-right corner 
of the model. The average farm family consists of 
6.1 adult equivalents. It receives Rs(7 790 + 1 464 
+ 359) = Rs9 613 income. Part of the cash com
ponent of this income goes to pay annual fixed costs 
of the farm and direct livestock and crop production 
costs. These cash costs total Rs 1 072 of which fi:ted 
costs are Rs242 (not shown separately) and the bat-
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Figure 1.1. Example of a structural model covering the steps, work rates and variable costs per 100 lb cured of ha&· 
vesting and processing cardamon (McConnell, 197S). 

ance is incurred in Iivestocl and crop production to 
the amounts shown f , the individual enterprises. 

While such average farm characteristics as the 
labour supply and its distribution between enterprises, 
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costs and their allocation, total income and its 
sources, total land and its use, etc. could all be listed 
in a table, such a presentation would not be nearly 
so informative for research purposes as the model of 
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Figure 1.2. 

Figure 1.2. This model shows at a glance that it 
would be very difficult to alter the structure of the 
Farm without consequent repercussions throughout 
the whole farm system. Without such a model we 
might not adequately recogniz>! the close and mutual 
dependence among enterprises and might. for ex
ample. set a.bout collecting data for one enterprise 
in isolation. say sugar, without realizing that cane on 
these farms is structurally inseparable from cattle. 

Using this Sind model for problem identification 
purposes, we might note that while the draught power 
supply is 300 bullock days, there are 204 idle bullock 
days. Dairy cows appear to b:! profitable (they pro
duced Rs547 of ghee and milk, and incurred only 
Rs74 in cash costs) and since both cows and bullocks 
produce manure required by crops, why not repla.-e 
some bullocks with more cows? Such a change could 
be evaluated by linear programming as outlined in 
Chapter 4. A critical factor would be the peak 
seasonal demand for bullock power so that in further 
data collection we would need to pay particular at
tention to the crop calendar of operations. 

Another possible research topic on these Sind 
farms might be to evaluate the economic feasibility 
of crop mechanization. The high degree of crop· 
livestock structural integration shown in the model of 
Figure 1.2 gives warning that such evaluation must 
involve a lot more than just a simple comparison 
of the cost of bullocks versus the cost of tractors. 

While structural models such as those illustrated 
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in Figures 1.1 and 1.2 arc of use for developed com
mercial farms, they are particularly important in 
guiding research on small farms. This is especially 
so in South and Southeast Asia. The bulk of Asia's 
small farms are very highly integrated. Compared 
to Western farms, more inputs are farm-produced 
(manure, animal power, seed, fuel); more products 
are wholly or partly processed on the farm before 
sale (gur, ghee. cottonseed, etc.); and a wider range 
of farm products is consumed by the family than 
is the case on most Western farms. Thus the farm 
planning and development problem is more complex 
and more care is required in identifying the chain 
of effects which would follow from an adjustment 
in any one enterprise or activity. In consequence, 
the introduction of new technology must be evaluated 
in terms of its system-wide implications and can 
rarely be considered simply in relation to a single 
product or enterprise. 

NATIONAL PROGRAMME APPROACH 

Farm management research topics have generally 
been selected on a case-by-case basis with research 
problems being chosen on the basis of: (i) specific 
requests of government for work on problems of 
current interest; (it) topics of special interest to the 
researcher; or om topics selected because of the rel
ative ease of data collection and low requirement for 
research resources. As F AO has well recognized. 



however, such an ad hoc and uncoordinated approach 
is inefficient relative to the critical needs of small 
farmers for farm management research. What is 
needed overall is a coordinated national programme 
approach where agricultural development planning is 
carried out from the farm and village level upward 
simultaneously with the implementation of national 
level policy and planning, the latter being guided by 
better understanding of the reality of farm level needs 
and possibilities for change (Carpenter and Kunert. 
1977; Schickele, 1966). Such a nationally coordinated 
approach implies farm management research which 
aims to: 

(a) underst"lnd small farm systems and quantify 
the constraints to increased production and in
come v. hiL'l must be removed before <>mall 
farm development can occur; 

(b) identify additional local opportunities for re
munerative employment and, as part of broader 
community development research, ameliorate 
the pressure for migration to large cities: 

(c) provide guidelines for improved formulation 
and implementation of national policy and 
planning by government. 

A farm management research programme aimed to 
meet these needs in coordinated fashion would in
volve three aspects, as follows (Carpenter and Kunert, 
1977): 

The first asrect is the identification of agroeco
nomic zones which are expected to have different 
types of constraints and development problems due 
to such factors as climate, soil resources, land use, 
distance from markets, traditions, ethnic groupings, 
etc. This identification would rely heavily on existing 
data sources (so far as they may be available) such 
as weather records, soil classification maps, land use 
maps, vegetation analyses, regional economic surveys, 
census records. etc. 

The second aspect is the surveying of a sample of 
farms from each zone, perhaps stratified according to 
such criteria as size of farm, irrigated or non-irrigated, 
etc. The number of farms in each stratum would, 
of course, depend on survey resources. Regardless 
of sample size, sufficient information should be col
lected on each farm to give a good understanding of 
the farm system and its operation. To gain such 
understanding the survey data must be thoroughly 
analysed, using appropriate research tools so as to 
identify the overall constraints in each zone and the 
topics requiring in-depth research. In terms of both 
survey data collection and analysis, F AO's Farm 
Management Data Collection and Analysis System 
(Friedrich, 1977) provides an e:ttcellent mechaaism 
with the important advantages of being both system
atic and standardized. Too, surveys in later years 
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could expand the base sample size, in which case 
each survey would also serve as a benchmark data 
source to evaluate development continuously. 

Third, once the total problem complex has been 
better specified from the zonal survey data, detailed 
research programmes can be undertaken to system· 
atically conduct in-depth research on critical issues. 

These three programme activities of identifying 
agroeconomic zones, conducting fact-finding surveys 
and researching critical issues are, of course, heavily 
interrelated and once on-going, not necessarily se· 
quential. In-depth research may dictate further 
survey data collection or lead to a redefinitim;. of 
zones, for example. 

All three programme activities will also necessi
tate multidisciplinary cooperation (Carpenter, 1975). 
Delimitation of agroeconomic zones can hardly occur 
without the assistance of agronomists. Likewise the 
advice of crop and livestock specialists will be im
portant in guiding questionnaire specification (and 
any field measurements to be taken) for the farm 
surveys. Most of all. however, in-depth research 
will require a cooperative multidisciplinary focus. 
At one extret .e. in order to provide guidance for pol
icy makers and community development programmes. 
the farm management researcher will need to 
work with economists specializing in policy and mar
keting and with other social scientists concerned 
with sociology, education, public administration and 
politics. At the other extreme, cooperation with agro
biological researchers and also extension workers is 
essential for the development and testing of new pro
duction systems. for small farmers. This will involve 
both experiment station and on-farm field research. 

The importance of cooperation in such research 
aimed at developing improved farming systems for 
small farmers cannot be overemphasized. New tech· 
nology developed through agrobiological research 
will only be acceptable to the small farmer if it is 
based on recognition of the nature of his goals and 
an understanding of his present farming system. Such 
understanding of the farmer and his farming sys
tem. ets well as evaluation of the research from the 
farmer's view. must come from the farm manage· 
ment researcher and his extension colleagues in their 
role as contributors to the research. 

YIELD CONSTRAINTS 

A particular activity requiring cooperative research 
between farm management researchers and agrobio
logical scientists (crop breeders, physiologists, pa· 
thologists, entomologists and agronomists in partic
ular) is yield constraint research. This research is 
based on the conceptual model of Figure 1.3. This 
model recognizes: (a) that due to non-transferable 
technology and environmental differences, there will 
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Figure 1.3. Conceptual model explaining the yield ~ap 
between experiment station yield and actual fa1m yaeld 
(Gomez, 1977). 

always be a difference in yield per unit of area be
tween the high yields obtainable on experiment sta
tion!' and the best potentially achievable yield on 
farms - this difference is called Yield Gap I; and 
(b) that the existing gap -- called Yield Gap II -
between actual current farm yields and the best po
tentially achievable yield on farms is caused by 
I:Jiological and socioeconomic constraints. 

Biological constraints refer to the non-application 
or poor use of needed production inputs. Socioeco
nomic constraints refer to the social or economic 
conditions that prevent farmers from using the rec
ommended technology. For example. a biological 
constraint might be that farmers are not applying 
enough fertilizer or insecticide. An associated socio
.!>'Ctnon'ic constra~nt might be the lack of credit 
~cr fa~n . .:r~: to buy l>Uch inputs. 

Cooperative multidisciplinary research methodolog~ 
involving research station experiments, farm expen
ments and farm surveys has been developed to in
vestigate and quantify the size of Yi~ld Ga~ II ~nd 
how much of it is caused by such particular bJOiogtcal 
and socioeconomic constraints as listed in Figure I .3 
(De Datta, 1978; Gomez, 1977). This methodology 
has been applied quite successfully relative to rice 
production in a number of Asian countries (IRRI, 
1977). Its importance lies in the guides it gives to 
the relative physical and economic importance of the 
various constraints. This information, combined 
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with estimates of the likely cost and chances of re
moving the different constraints, gives a rational basis 
for determining research priorities such as, for ex
ample, between plant breeding, disease control and 
water management. There arc two difficulties with 
such yield constraint research. however. On the 
one hand, through its emphasis on physical yields, 
sight may tend to be lost of the influence of prices 
and personal goals on the individual farmer's de
cisions. On the other hand, while it has been rela
tively successful in relation to particular crops grown 
alone, the methodology has not yet been satisfacto
rily developed relative to multiple cropping systems. 
In such systems, what may be a constraint to one 
crop can lie an advantage to another. Too, the 
farmer's purpose in using multiple cropping may be 
to satisfy multiple goals of food supply safety, cash 
income and food preference so that physical yield or 
its money value may be a very inadequate mea'iure 
of system performance. 

1.6 Role of farm maaagement research tecluaiques 

As illustrated by the wide-ranging variety of topics 
considered in this introductory chapter, the scope of 
fann management research is very broad and its 
range of contexts extremely varied. Unlike the spe
cialist crop or livestock scientist, the farm manage
ment researcher has to be concerned with the whole 
farm in all its dimensions as a purposive system 
with agrobiological, economic, social and community 
elements. This is particularly important for small 
farms which generally tend to involve complicated 
interdependent multiproduct farming systems with a 
significant subsistence component. Undoubtedly. 
these characteristics make farm management re
search on small farms a difficult endeavour. It is for 
this reason that techniques of research analysis, as 
outlined in the remaining chapters of this manual, are 
important. These techniques, appropriately chosen 
for the problem and data at hand, enable the re
searcher to reach conclusions about how problems 
might best be resolved. In the case of simple tab
ular and budget analyses, the research data are 
drawn together in such a way that the researcher 
can apply his knowledge of theory to draw relevant 
conclusions: or, with more complicated techniques 
such as linear programming and production function 
analysis, the application of theory is carried out 
within the research technique itself to provide more 
direct guides to relevant research conclusions. 
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2. DATA SOURCES AND COLLECTION 

Farm management is not an abstract science that 
can be conducted in isolation from the real situa
tion on farms and from the actual circumstances of 
farmers. A necessary step in any farm management 
study must be to obtain information about the real 
farm situation. Moreover, if the results of farm man
agement analyses are to be of value, the data on 
which they are based must be both as accurate and 
relevant as economically possible. Accuracy relates 
to the degree of conformity between the data and the 
real facts the data are supposed to describe. Errors 
of observation, recording or reyorting lead to inaccu
racies in farm management data. Relevance is de
fined in relation to the intended use of the data. Data 
may be of little or no relevance if they are out of 
date or if they apply to a production system em
ploying different resources or management skills to 
those employed by the farmers of concern. For 
example, as discussed below, experimental data may 
be of high accuracy but of low relevance to real 
farming conditions if the experiments are conducted 
under atypical conditions. 

A big.; degree of accuracy and relevance in farm 
management data is not easily or cheaply achieved. 
Collection of data for farm management analysis al
ways involves compromises. The judgement of the 
analyst in selecting data collection methods within 
the limits imposed by the resources available for the 
work is of the first importance. In this chapter 
methods of data collection are described and iheir 
advantages and disadvantages are discussed. 

2.1 The field study approach to data coUec:tion 

"Fit.. .. study" is the name we have chosen to de
scribe the informal study of a particular area or prob
lem. Alternative names are "area familiarization" and 
"reconnaissance study" (Kearl, 1976). A field study 
involves generally familiarizing oneself with the area 
or problem. talking to appropriate informants such 
as farmers. farm workers. storekeepers. moneylenders. 
officials, religious or social leaders. and seeking out 
and reviewing such other relevant information as may 
be available in publications, government or private 
records. etc. 
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The justification of the field study approach is 
that it is usually the most effective way of learning 
a good deal about a particular topic in a short time. 
For some problems the field study may provide all 
the information one needs (or has the time to collect) 
to be able to resolve the issue. In other circum
stances field study may be a preliminary step to the 
conduct of a survey. The information gathered may 
be useful, even essential, in defining issues, for
mulating relevant hypotheses, establishing a suitable 
sampling procedure, drawing up a questionnaire, 
planning the logistics of the survey, and so on. 

The obvious danger of the field study approach is 
that one may obtain biased or incorrect information. 
The "key people" who would usually be interviewed 
in such a study may all share a particular prejudice 
or viewpoint and it may be difficult for the researcher 
to meet people, perhaps "lower down" the social or 
economic ladder, who can express an alternative point 
of view. Government officers interviewed may es
pouse the official line or may paint a too glowing 
picture of reality to cover up their failures. The re
searcher will need to be on his guard against such 
possibilities. He will seek to interview a wide spec
trum of people, not just local officials and key 
farmers. He will need to be on the look out for con
tradictions in what he is told. When he finds them, 
he will need to dig deeper to try to uncover the truth. 

Combined with a modicum of common sense, the 
field study approach can be a very effective way of 
gathering information. Apart from the dangers noted 
above, the chief disadvantage of the approach is that 
the information gathered tends to involve a sut.stlin
tial element of subjective interpretati<''l and so lacks 
some of the authority of data gathered by means of 
a survey. In truth, however, this reservation is some
what artificial since all data require some inter
pretation and a badly conducted survey can be more 
misleading than a well-performed field study. 

l.l Farm sarveys 

The survey method is probably the most widely 
used formal method of obtaining farm management 



data. It is also probably the most widely abused. To 
conduct a successful survey requires careful plan· 
ning and close attention to detail in implementation. 
Some of the more important aspects of survey orsa· 
nization and managell'!ent are reviewed briefly below. 
It is not possible to provide a compreht"nsive guide 
to the survey method in this short treatment and 
intending survey organizers should consult some 
of the excellent texts on the subject, a selection of 
which are listed at the end of the chapter. 

DEFINING OBJECTIVES 

No farm survey can be properly planned unless 
the objective or objectives are clearly defined (Kearl, 
1976, Ch. 1). Moreover. proper design and conduct 
of a survey can be compromised by objectives that 
are too num.:!·ous, 100 ambitious or conflicting. In 
an ideal world. surveys would be purpose-specific. 
for only when a single specific purpose has been 
defined is it possible to resolve unambiguously such 
questions as what sampling method to use and what 
size of sample is needed. In reality, however, be
cause research resources are limited, it is nearly 
always necessary to try to accommodate more than 
one objective in designing a survey. In this case, 
then at least some ranking of objectives in order of 
importance should be made to help in resolving the 
conflicts between objectives that will almost inevitably 
be encountered. 

DATA C'OLLECTION METHODS 

There are three main methods by which farm 
survey data can be gathered. They are: 

(]) direct observation; 
(2) interviewing respondents: 
(3) records kept by respondents. 

Direct observwion includes direct measurement by 
the research team of such thi1 gs as crop areas. yields, 
disease incidence, etc. If ·Jane correctly. direct mea
surement should give dat.l of high accuracy but the 
cost is often high and the procedure is not appro
priate for many data categories. 

Direct observation can also be used to collect in
formation of a more behavioural nature such as allo
cation of time, rates of work, etc. The problem 
with such studies is that the mere presence of the 
observer can lead the person being studied to modify 
his behaviour. The observer must therefore try to 
be as unobtrusive as possible and should be pre
pared to discard data collected when it appears that 
bias may be present. 

In anthropological studies the researcher often 
gathers his information by actually taking part in the 
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way of life he is studyina. Although this method is 
seldom of direct use in farm management reseo.rch. 
the researcher who has some direct experieEe--J of 
the social and economic system in the study area 
will often find this knowledge invaluable in inter· 
preting the more quantitative farm management data 
(Srinivas, 1974). 

Interviewing respondents is generally the simplest 
and cheapest method of gathering farm management 
data. Accuracy depends on the ability of respondents 
to remember the information requested and on their 
willingness to reply truthfully. When information is 
likely to be forgotten quickly. it may be necessary to 
interview the respondents at frequent intervals while 
the facts are fresh in their minds. 

Most interview surveys are designed to be admin
istered to one respondent at a time, usually the farmer 
or the head of the household. Of course, in some 
societies the notion of a single household head or 
farm decision maker may be inapplicable, and a 
number of individuals in each survey unit may have 
to be interviewed to collect all the data of interest. 
In other cases, where important decisions are custom
arily made by discussion among a group of people. 
the individual approach may be inappropriate, even 
impossible. Throughout Southeast Asia and the 
Far East there is a trend toward greater emphasis 
on farmers' groups as a means toward the goal of 
small farm development. It may be, therefore, that 
farm management researchers in the region will have 
to learn the difficult skills of group interviewing. 

In group interviews the researcher asks questions 
of the collected individuals who discuss the matter 
in an attempt to provide an answer, usually reached 
by consensus. The interviewer may or may not par
ticipate in the dis~ussions. Usually some participa
tion will be necessary to clarify the questions asked 
and to keep the discussion more or less to the point. 
The risk of bias introduced by the interviewer's in
volvement in the debate is apparent. Also, as anyone 
who has ever served on a committee or other such 
decision group will knt-w, groups do not always 
function well as decision-making entities. The pro
cess of consensus formation may be slow aitd 
the decisions reached may not always be consistent. 
These are the realities the researcher must face if 
he wants to collect his data from a group. 

Records kept by respondents can be a very valu
able source of farm management data. The method 
is appropriate for information easily forgotten but, 
of course, can be used only when respondents have 
the required level of literacy. The records may or 
may not be kept specifically for the purpose of the 
research study. For example, commercial or semi
commercial farmers may be required to keep finan-



cial records for tax purposes and these records can 
be a source of farm management data. 

When special-purpose records are to be kept, the 
researcher must give very careful consideration to 
the design of the recording form and to the wording 
of instructions. headings. etc. If possible, pilot testing 
of the record forms should be carried out before their 
general implementation. Unless respondents are ex
perienced in record keeping, frequent checks of the 
information recorded may have to be made. 

TYPES OF INFORMATION GATHERED BY SURVEYS 

Both survey objectives and the environment of 
agriculture vary so much that it is almost impossihle 
to provide any comprehensive list of the kinds of 
information to be sought in farm management sur
veys. However. there are certain categories of data 
that are commonly needed. These are reviewed 
below. Many surveys embrace more than one of 
these categories. 

Resource endowments. It is often useful to know 
what is the resource base of a particular region or 
group of farms. It may also be important to know 
how these resources are distributed among house
holds, villages, or other groups of people. A survey 
can be conducted to determine the resource base of 
an appropriate sample of households or other survey 
units. Data would 11.! gathered on such things as 
access to land, number, age, education and expe
rience of workers, access to irrigation water, etc. 

Resource utilization. It is usually somewhat more 
difficult to establish how the resources controlled by 
small farmers are used. Land use may be estimated 
by direct observation at the time of the survey, but 
estimating use of labour, for example, presents more 
difficulties, especially if information on year-round 
labour use is required. At best, such information 
can usually only be obtained by frequent visits to 
respondents. 

Input-output coefficients. For some purposes it is 
necessary to obtain data on such matters as yields 
per unit area of crops, yields per head of livestock, 
and use of labour and other inputs per unit area of 
crop or per head of livestock. The practicability of 
obtaining such information varies according to the 
type of farming and other circumstances. Sometimes 
it can be very difficult to olitain reasonably accurate 
information. For example, to estimate the yield of 
a subsistence crop one may have to either harvest 
and record the yield of a sample area, or else obtain 
a detailed record, perhaps on a day-to-day basis over 
several months. of household use of the product. Sim
ilarly, reliable data on rates of work may require 
a detailed diary to be kept of how labour time is 
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spent. In some communities such information may 
be obtainable only by conducting daily interviews 
over the whole period of interest. 

Costs, returns and incomes. This is the kind of in
formation that is most commonly sought in farm 
management surveys. The information is usually 
gathered either on a farm basis, or on a farm plus 
household basis. The data collected may relate only 
to cash items or an attempt may be made to measure 
and value non-cash items such as family labour use. 
subsistence output, etc. For some purposes it may 
be enough to know aggregate costs and returns. 
while for other uses the breakdown of these totals 
may l:A: needed. perhaps on an enterprise basis so 
far as this is appropriate. 

Attitudinal information. Because the behaviour of 
small-farm decision makers is so important for the 
success of various policy measures, it is common for 
surveys to include questions designed to elicit 
farmers' attitudes to such things as new techniques 
of production. research and extension programmes. 
etc. Special care is needed in phrasing questions to 
elicit such information if the responses obtained are 
to be reasonably reliable. Poorly worded questions 
will lead to biase.d results. In regard to certain 
"sensitive" topics, it may be impossible to obtain 
responses that are at all reliable. 

Crop and farming systems. Particularly as a basis 
for cooperative work with crop and livestock scien
tists, and also so as to understand the production 
systems used hy farmers, it is frequently necessary 
to catalogue the particular farming systems used by 
farmers. Data required include the crops grown and 
the type oi cropping system used, either sole cropping 
or multiple cropping. If the latter, more detailed in
formation will be needed on the type of multiple 
cropping, e.g.. intercropping, sequential cropping or 
relay cropping plus details of crop rotation and ra
tooning if relevant. Since the crop or farm system 
comprises all the components (physical and biologi
cal factors, labour, technology and management) re
quired for crop or farm production and the inter
relationships between them and the environment 
(climatic, economic, social and cultural), surveys 
involving crop or farm system specification can be 
very demanding of farm management research re
sources. In particular, such surveys may require not 
one but a series of visits spread over the year to the 
farms being surveyed. 

PLANNING THE ANALYSIS 

Once the objectives of the farm survey have been 
specified, and the general type of information to be 
collected has been estaMished. the next step is to 



plan the main analyses ~o be perfonned on the data 
after they have beeu collected. It may seem pre
mature to worry about analyses before any infor
mation has been collected, but in fact many mistakes 
and omissions in the design and conduct of the survey 
can best be avoided by doing things this way round. 
The main tabulations of the data or other statistical 
analyses should be planned beforehand. These anal
yses will obviously be structured in accordance with 
the survey objectives. These objectives may be for
mulated in the fonn of hypotheses to be tested using 
the survey data. Such an approach invariably as
sists in better specifying the type of data to be col
lected and the analyses to be applied to the data. 

The main reasons for considering data analysis 
prior to collection of the data are to ensure: 

(a) that all necessary data are gathered; 
(b) that no unnecessary data are collected~ 
(c) that the data are collected in a form amenahle 

to analysis. 

DEVELOPING THE QUESTIONNAIRE 

Once the survey objectives and associated data 
needs and analyses have been specified, a question
naire can be developed to record the information 
needed for analysis. Usually the questionnaire will 
be designed to be completed by enumerators although, 
in some circumstances, simple questionnaires may 
be designed for completion by the respondents. At
tention must be given to the general form of the 
questionnaire to see that the questions follow a log
ical and appropriate sequence. Questions that are 
to be answered by direct observation by the enu
merator should be distinguished from those to be 
asked of the respondents. Care must be taken in 
wording questions to ensure that they are unambig
uous, will not cause offence or otherwise lead to 
non-cooperation by respondents, and that the form 
of words used is not likely to prompt a particular 
answer. The spaces provided on the questionnaire 
for recording information should be arranged so that 
it is clear what is to be filled in and so that the data 
will be readily accessible for analysis. 

For many farm management research studies the 
data required will fall within the scope of the F AO 
Farm Management Data Collection and Analysis 
System. The system is described in F AO Agricul
tural Services Bulletin 34 (Friedrich, 1977). It is a 
computerized data analysis system using precoded 
questionnaires and a standardized coding scheme. 
The system is flexible in terms of types and formats 
of data input. However. e!i.aniples of suitable pre
coded questionnaires are given in the bulletin men
tioned above. These questionnaires, even if not em
ployed directly, can serve as a useful starting point 
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for an analyst designing data collection fonns for a 
farm management survey. 

In developing a questionnaire it is usually very 
helpful to undertake a pilot survey. This involves 
conducting the survey on a trial basis with a small 
number of respondents who are broadly similar to 
those in the population of interest. The results of 
this pilot sample are not usually included in the final 
survey analysis. The purpose is simply to test out 
the questionnaire so that it can be revised in the 
light of experience. Sometimes two or more cycles 
of pilot testing and questionnaire revision are needed. 

The pilot survey will reveal how long each survey 
interview takes. Ideally this should be no more 
than about half an hour, and certainly not more than 
an hour. Both respondent and enumerator will be
come tired and liable to make errors if the interview 
lasts too long. When a questionnaire proves to be 
too time consuming. the analyst must try to cut out 
unnecessary or marginal questions and try to find 
more direct ways of obtaining the required infor
mation. If this fails, he must either cut down on the 
scope of the survey, probably l}y curtailing the objec
tives, or he may be able to ask some questions of 
subsamples of respondents so that no respondents 
are required to answer the full set of questions, as 
discussed below under the heading of multiphase 
sampling. 

Self-evidently, the questionnaire must be in a lan
guage well understood by the respondents. In some 
countries this may mean that more than one version 
of the questionnaire has to be produced for use with 
different linguistic groups. Care must be taken in 
translation to preserve the intended meaning. It is 
a good idea to have the translated version translated 
back into the original language by a second, inde
pendent person to check if any meanings have been 
changed. 

An excellent review of practical considerations in 
questionnaire design and development is provided in 
Keari (1976, Chs 5 and 6). 

DRAWING THE SAMPlE 

Early in the planning of any survey the researcher 
needs to choose the sampling method to be employed. 
Many factors impinge on this choice, including <"on
siderations of the statistical properties of different 
kinds of sample. Sampling techniques are compre
he:nsively discussed in such texts as Cochran (1963) 
and Som (1973}. A useful overview is provided by 
Parel et al. (1973). Here only a brief outline of the 
main aspects can be provided. 

There are two main types of samples that can be 
used in conducting a farm survey: 

(i) probability samples; 
(ir) non-probability samples. 



The choice between the two depends partly on the 
sampli!lg frame available and partly on the objectives 
of the study and the data needed. (A sampling frame 
is a list of those members of the population from 
whom the sample is to be selected.) Sometimes a 
combination of the two sampling methods may be 
appropriate, as discussed below. 

· Probability sampling is the term used to describe 
various ways of drawing a sample such that the prob
ability of a particular individual being included in 
the survey is known or can be estimated with reason
able precision. It includes random, systematic. strat
ified and multistage sami>ling procedures. 

Probability sampling has the important advantages 
that the risk of sampling bias is minimized and it is 
possible to draw inferences from the sample about 
the population from which the sample was drawn 
with levels of confidence that can be estimated sta
tistically.1 For these reasons, some form of proba
bility sampling is usually to be preferred and the 
forms of non-probability sampling to be described 
later are generally used only when probability sam
pling is impracticable. 

In random sampling each member of the popu
lation is assigned a serial number. Then the sample 
is drawn by reading from a list of random numbers 
of the appropriate range of values until the required 
number of individuals has been selected. This pro
cedure ensures that each member of the sampling 
ropulation has the ~arne probability of being chosen. 

A similar result, for most practical purposes. can 
be achieved by systematic sampling. In this method 
every k-th unit from the sampling frame is drawn, 
working backward and forward through the popu
lation list from a random starting point. The sam
pling interval k is computed as N/n, rounded down to 
a whole number, where N is the number in the pop
ulation being sampled and n is the require6 sample 
size. 

The main advantage of systematic sampling is that 
it is quicker and easier than simple random sampling. 
This may be especially important if the sample is 
to be drawn in the field. However, if the sampling 
frame is not in random order, and especially if there 
are periodic regularities in the list, systematic sam
pling can lead to bias. 

With straJified sampling, the population to be sam
pled is divided into a number of strata or groups on 
the basis of one or more characteristics of interest. 
Then random or systematic sampling can be used to 
select the required subsamples from each stratum. 
It is more efficient than simple random or systematic 

1 A statistical appendix detailing the main formulae used 
in drawing inferences about a population from a probabil
ity sample drawn using one or other of the methods 
outlined below is provided at the end of this chapter. 
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sampling in the sense that the selected sample is 
more likely to be representative of the population 
from which it was drawn. 

In principle, stratification should be based on those 
characteristics of particular interest in the analysis. 
If several variables are of interest, this can lead to 
stratification that is too complex to be manageable. 
The same problem can arise if too many strata are 
defined for a single characteristic. In practice. how
ever, these difficulties are seldom important. It is 
rare to have data on more than one or two charac
teristics of interest and specification of only a few 
strata is usually adequate to provide for the advan
·tages of stratification without too much complication. 
Often the characteristics on which information is 
availabie are not those of direct interest, but if the 
available characteristics can be expected to be related 
to the parameters of interest, stratification will still 
be worthwhiie. For example, geographical strati
fication will ensure a more efficient spread of farms 
across soil types, climatic conditions, etc., than would 
be yielded by a simple random sample. 

For some purposes, stratified sampling may be 
almost essential. For example, suppose it is wished 
to compare certain characteristics of large and small 
farms and that the size distribution of farms is highly 
skewed toward small farms. Unless the sample size 
is very large. a simple random or systematic sample 
may well contain too few large farms to give meaning
ful results. By stratification into two or more size 
groups, the required number of farms of each size 
can be sampled. 

The chief disadvantage of stratified sampling is 
that to apply the procedure it is necessary to have 
a sampling frame including the necessary information 
for stratification. Often such data on key parameters. 
such as farm size, are not available. Stratification 
also complicates somewhat the estimation of popu
lation parameters and precision statistics from the 
sample data. 

Two or more steps are involved in multistage 
sampling. For example, in two-stage sampling a list 
of villages in the study area might first be obtained. 
and from these a sample of villages could be drawn. 
A list of the farmers within each sampled village 
can then be used to draw a sample of farmers for 
that village. In three-stage sampling, samples might 
be drawn of districts within a region, then of villages 
in the sampled districts, and finally of farms in the 
sampled villages. 

One advantage of multistage sampling is that, when 
based on geographical units as illustrated above, it 
can lead to a substantial saving in travelling time and 
costs in conducting interviews. Secondly, it is not 
necessary to have a complete sampling frame of 
final-stage units. At the second and any subsequent 
stages the sampling frame can be constructed only 



for thoae units selected at the earlier stage. In other 
words, it is possible to build the sampling fra1ue as 
the process of sampling proceeds. 

The major disadvantage of multistag.:. sampling 
is that the procedure is rather complex to apply and 
calculation of appropriate population estimates, in· 
eluding statistics indicating the precision of the esti· 
mates obtained, is much more difficult than for some 
of the simpler sampling methods discussed above. 

A special case of multisttlge sampling is duster 
SQtnpling. This is normally a two-stage procedure in 
which the population is first divided into groups or 
clusters from which a sample of clusters is drawn 
by random or systematic sampling. In the second 
stage an the individ:nls in these sampled clusters 
are included in the survey.~ 

The advantage5 of cluster sampling are those of 
multistage sampling, i.e., reduced travelling costs and 
the fact that a full sampling frame is not required. 
The important disadvantage is that the sample drawn 
is likely to be less representative of the population 
than, say, a simple random sample. Individuals in 
clusters may share similar characteristics to a greater 
degree than do individuals in different clusters. This 
disadvantage is reduced in ordinary multistage sam
pling by drawing more clusters with less than full 
enumeration of the individuals in each cluster. The 
cost of this greater represen\ativeness is greater com
plexity in sampling and increased travelling costs. 

Non-probability sampling procedures are generally 
only used when probability sampling is not practi
cable. The reason is that the representativeness of 
the sample may be low and statistics that might be 
calculated from the sample data may be of dubious 
reliability. Some non-probability sampling procedures 
are more subject to bias than others. The major 
non-probability sampling procedures are accidental 
sampling, purposive sampling and quota sampling. 

Using accidental sampling the researcher selects 
for his sample those individuals he happens to come 
across. !f no sampling frame exists and if one cannot 
be improvised, perhaps for lack of time, this may be 
the only proceuuie that can be used. The risk of 
bias in such a method in obvious. For example, if 
the people encountered in a particular village are 
surveyed, the survey results cannot represent the 
characteristics of perhaps more industrious people 
who were at work in the fields or elsewhere at the 
time of the survey. 

With purposive sampling, samples are drawn to 
illustrate or represent some particular characteristic 
in the population. For example, in studying some 

2 The terminology here varies somewhat among authors. 
Some use the t..-rm 'cluster sampling' even when only a 
sample of members of each cluster is taken (see, e.g., 
Mendenhall, Ott and Schealfer, 1971). 
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new technoloay not yet widely adopted, only those in· 
dividuals known to have adopted the new metht.xl 
miaht be sampled. Most farm recording schemes, 
discussed below. are based on purposive samples of 
cooperative farmers selected for their capacity to 
supply the required information. 

The procedure of quota .sampling is used to try 
to minimize bias in non-probability sampling when 
probability sampling is not possible, perhaps for lack 
of a sampling frame. Quotas are established for dif
ferent groups in the population and sampling pro
ceeds, using accidental or purposiv~ sampling, until 
the required numbers of individuals to fill each quota 
have been obtained. Alternatively, random or system
atic sampling may be used to fill the required qu.:J
tas, in which cases quota sampling becomes a special 
form of stratified sampling. 

A method of sampling that can be used in con
junction with some kinds of both probability and 
non-probability sampling is mulliphase sampling. It 
is sometimes appropriate to collect some data from 
all units of a sample and other items of information 
from only a subsamp!e of the whole sample. This 
method is known as two-phase sampling and the 
principle can be extended to three or more phases. 
The case for using multiphase sampling arises when 
it is difficult or expensive to collect all information 
from all respondents. For example, full enumer
ation may make the interview time too great so that 
response rate and data reliability would be adverse
ly affected. In such a case. multiphase sampling 
might be used. Basic information would be collected 
from all respondents, but information of more mar
ginal interest, or information for which a smaller 
sample size would be adequate to give the required 
statistical precision, would be collected only from 
subsamples. A common scheme is to divide the 
questions dealing with the non-basic data into two 
and to arrange that each respondent is asked only 
half the questions relating to this part of the survey. 

ORGANIZING THE FIELDWORK 

If the information collected in a survey involving 
interviews of small farmers is to be reliable, it is 
obvious that good interviewing technique is essential. 
The first step in this direction is the development 
of a good questionnaire with questions suitably ar
ranged and worded. But questionnaire design alone 
is only part of the story. Enumerators must know 
how to approach respondents to maximize the 
chances of willing cooperation. Enumerators must 
conform with the standards of etiquette of the people 
being interviewed. Specially selected enumerators 
may have to be appointed to deal with special groups 
of respondents, e.g., members of particular castes 
or religions. women living in seclusion, etc. It will 



usualiy be necessary to spend time reassuring re
spondents that they have nothing to fear by answer
ing questions truthfully and that the information 
provided will be treated in confidence. Good enu
merators will avoid prompting respondents and will 
know how hard to press for an answer when one is 
not immediately forthcoming. They will have an 
ability to detect when a respondent is not telling the 
truth and will know what to do about it. 

Good interview techn:que is something that can 
be partly taught but which also depends on the 
personality and experience of the enumerator. For 
a more complete discussion of the special problems 
of interviewing small farmers, see Kearl (1976). 

If the survey is too large for the analyst to under
take himself, it will be necessary to s.::lcct and train 
enumerators. Although obviously some minimum 
educational standard is required for enumerators, 
the emphasis thereafter should be placed on selecting 
reliable and well-motivated people. rather than on 
selecting by academic achievement. If the question
naire has been thoroughly tested during a pilot sur
vey. the enumerator:> should not meet unforeseen 
circumstances very often and it should be possible 
to train them to handle the normal spectrum of re
sponses and to report any very unusual circumstances 
to the analyst. 

Enumerators should be given some formal instruc
tion in their task, followed if possible by some orac
tice in administering the questionnaire to respondents 
who will not be included in the final sample. When 
working on the survey proper. close supervision is 
important, especially at first. Most good enumer
ators learn their skills "on the job." 

The flow of completed questionnaires from enu
merators must be monitored. Each questionnaire 
should be checked for completeness as soon as 
possible (preferably on the same day) and should be 
returned to the enumerator if some items are missing. 
Often it is possible to devi"~ certain technical checks 
on the internal consistency and general reasonable
ness of the information. Again, any anonulies that 
may be found should be referred back to the enu
merator. By these means 1he need for care in ob
taining and recording data is emphasized to the enu
merators. Enumerators who persistently fall short 
of the required standard should be replaced. 

There is not much that can be said about the lo
gistical aspects of fieldwork in farm management 
surveys. Transport is commonly a major problem 
since it will oit..!n be necessary to visit farms in 
remote areas, perhaps widely scattered As noted 
above, ;;pecial sampling techniques can be used to 
reduce these difficulties. Apart from these proce
dures, the transport and communication problems 
likely to be encountered in a particular survey must 
be solved io the context of that survey. Good plan-
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ning can minimize difficulties but the researcher must 
also be prepared to take swift and decisive action 
to resolve other difficulties as they arise. 

DATA PROCESSING 

Processing the results of a large survey can be a 
considerable task. The main option is between pro
cessing "by hand," usually with the aid of electronic 
calculators, versus processing by computer. Of course, 
if access to a computer is not possible, no choice 
exists. Without a computer, very large surveys in
volving substantial data processing might not be prac
ticable. For smaller surveys, however, the option is 
a real one. Subject to the provisos noted below, 
computers are fast and reliable. Computer analysis 
may or may not prove cheaper than employing 
clerks. There are a number of problems that can 
occur with computer analysis. 

(a) The computer must be programmed to do the 
work required of it. This can be costly, time
consuming and may lead to errors. 

(b) The data must be transferred from the ques
tionnaire to punched cards or some other 
medium so that they can te read by the com
puter. Again this can be costly and errors 
can occur. 

(c) Computers are of limited availability, espe
cially in rural areas of developing countries. 
Delays in obtaining access to a suitable ma
chine can be considerable. 

(d) Computers are expensive and computer anal
ysis may prove more expensive than use of 
hand methods. 

For these sorts of reasons. it is ty no means a fore
gone conclusion that computer data processing is 
best. Efficient non-computerized methods of anal
ysis adapted for processing farm surveys with me
dium-sized samples have been developed (Taylor, 
I 973). 

Whichever method of data processing is adopted, 
it is wise to build check procedures into the analysis. 
A little ingenuity will indicate many opportunities. 
For example, highest and lowest values for selected 
parameters may be determined and checked to see 
that they are reasonable. 

The appropriate form of data analysis will depend 
on the objectives of the study. Some of the methods 
commonly used are discussed in subsequent chapters. 

1.3 Village studies 

Rather than sampling individual farms, it may 
sometimes be fruitful and relevant to conduct farm 
management surveys on a village basis. Data col
lection may then be undertaken, as relevant, for 



some items on a full village basis and for other 
items on a farm sample basis within the village. 
Further, the villages to be used may be selected by 
sampling after stratification so as to constitute a 
set of benchmark villages rcflectina major charac
teristics of interest in terms of agroclimatic (climate, 
soil type, etc.) and socioeconomic (farm size, in· 
frastructure, etc.) attributes. 

An excellent example, though rather more detailed 
than normal, is provided by the Benchmark Village 
Level Studies project of the International Crops 
Research Institute for the Semi-Arid Tropics (ICRI· 
SAT) (Jodha et al., 1917). Aims of this project were 
to gain a thorough understanding of traditional 
farming systems in the semi-arid tropics of India, 
including identification of constraints on food pro
duction and development at the micro (farm and 
village) level, and to provide a basis for on-farm 
testing of new technology. Six benchmark villages 
were selected purposively taking into account 40 
characteristics (climate, soil, location, land use, etc.) 
judged relevant on a benchmark basis. So as to en
sure purposeful and efficient data collection, a set 
of eight prior hypotheses about traditional farming 
in the semi-arid tropics of India were formulated for 
testing (Binswanger et al.. 1977). Socioeconomic, 
farm management and agrotiological data were col
lected in each village. as listed in Tables 2.1 and 
2.2 which also indicate the frequency with which data 
were collected - based for most items in Table 2.1 
on a stratified random sample of 30 farmer house
holds and 10 landless labourers in each village. Ob
viously. studies of such a detailed continuing nature 
are very demanding in terms of research resources 
and would be beyond the means of most research 
institutions. 

2.4 Farm recordiog schemes 

Farm recording schemes may be divided into 
those schemes that are designed primarily as a ser
vice to participating farmers by providing them 
with information useful in decision making, and 
those schemes designed primarily as a source of 
data for more general farm management research 
purposes. Clearly, the latter kind of scheme is really 
a spedal kind of survey. It is usually distinguished 
from the typical survey by the fact that cooperators 
are likely to be specially selected on the basis of 
their willingness to cooperate with the research 
agency on a continuing basis. The distinction be· 
tween the two typ-:os of recording scheme becomes 
somewhat blurred by the common practice of pro
viding participants with management information 
from their records and from the records of other 
participants as a reward for their cooperation. 
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Table ~.I DITAII.II OP THI ICHBDULBI USBD POl COLLICI'INO 
AOIOICONOMIC DATA IN ICRISAT's BBNCHMAU 
VILLAOI snJDIII 

Type of ac:hedllle Freqllency 

1. Household cen· Once 
sus 

2. Household mem· Annually 
her schedule 

3. Plot and crop Updated 
rotation schedule annually 

4. Animal inven· Annually 
tory 

S. Farm implement -do-
inventory 

6. Fann building -do-
inventory 

7. Cultivation Every 15· 
schedule 20 days 

8. Labour, draught 
animal and 
machinery utili
zation schedule 

-do--

9. Household trans- -do-
actions schedule 

10. Price and wage Monthly 
schedule 

II. Stock inventory Annually 
credit and debt 
schedule 

12. Kinship and Every 15-
~ocial exchange 20 days 
schedule 

R.emarka 

For aU resident houte
holds; demoaraphic, oc· 
cupational, landholdina 
nnd livestock poueation 
detail. 

More details of above 
type for sample bouse· 
holds; details about 
each member. 

Recorded physical and 
ownership status of 
fann plots; usc status 
(fallow, cropped, dou
ble cropped, crop 
rotation during dif
ferent seasons}. 

Recorded sample house
holds' position in t~nns 
of assets. 

-do--

-do--

Recorded plotwise in
put-output details for 
each crop for each sea
~on. 

Recorded actual utiliza
tion of these resour.::cs 
on the day preceding 
the interview; number 
of wage employment 
days, days of involun
tary unemployment (for 
family labour and bul
lod.s) during the period 
since last interview. 

Recorded type and val· 
ue of every transaction 
involving inftow and 
outflow of cash, good' 
and services for sample 
households. 

Recorded wage rates for 
labour and bullocks, 
and price details of 
major items transacted 
by villagers in their vil
lage or outside for every 
month. 

Recorded inventory of 
stocks of food grains, 
fodder, consumer dura
hies, savings, deposits, 
debt and credit position 
of sample households. 

Recorded details on the 
social networks behind 
exchange for sample 
households. (Incorpo
rated with household 
transactions schedule.) 



Table 2.1 DETAILS OF Till! SCHBDULES USED FOR COLLBCTINO 
AGROECONOMlC DATA IN lCRlSATs BENCHMARK 
VILLAGE SllJDIES ( conc:/uded) 

Type of schedule I Frequency 

13. Risk investiga- Sequence 
tion schedules of six 

weekly 
intervil!WS 

14. Risk attitude -do-
experimentation 
schedule 

IS. Time-allocation Once 
studies schedule every 

quarter 

16. Diet survey -do-
schedule 

17. Health status -do-
schedule 

18. Demographic Once 
schedule 

RECORDING SYSIEMS 

Remarks 

Recorded farmers' pn:f· 
erences with n:spect to 
suggested decision aiter· 
natives with varying 
degrees of gain and un· 
certainty of prospects; 
actual decisions and ac
tions about farming; ad
justment devices to meet 
consequence of drought, 
etc., for sample house· 
holds. 

Recorded farmers' ac
tu:ll choices resulting 
from their participation 
in 'risk game' designed 
for the purpose. 

Recorded actual pattern 
of activities by all mem
bers of househouds of 
a subsample by con
stant observation for 
one day in each of the 
seasonal rounds. 

Recorded through ac
tual measurement and 
observation of the items 
consumed by each mem
ber of the sample 
households. 

For all members of 
sample households, re
corded nutritional defi
ciencies, disease symp· 
toms and other issues 
related to health status 
using methods suggeo;ted 
by health and nutrition 
experts. 

Data to determine age
specific fertility of 
women and to indicate 
normal completed fami
ly sizes for all resident 
households. 

Schemes vary in the extent to which the job of 
recording the required information is left to the par
ticipating farmers. Farmers may be expected to 
keep all the basic records, perhaps with close su
pervision from a field officer. or the field officers 
may visit the farmers regularly to collect and re
cord the required information. Some schemes have 
been devised in which the records are kept by an 
agency such as a cooperative through which the 
farmers trade. 

In order to monitor the recording process and to 
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provide for rapid feedback of processed data to 
participants, regular submission of recorded data is 
normally required. Many so-called budgetary con
trol schemes involve a regular matching of recorded 
progress against a budget. These schemes depend 
for their success on rapid processing of the recorded 
information and speedy return to participants of a 
statement of the processed data compared with the 
budget. Ideally this statement should indicate what 
actions the farmer should take to correct <!ny faults 
or to exploit any opportunities revealed by the com
parison. 

THE INFORMATION RECORDED AND ITS USE 

The information recorded may be physical infor·· 
mation, financial information, or both. It may be 
on a whole-farm basis of may relate to some partic
ular aspect of the farm, such as a specific enter
prise. For small farmers, simpler recording systems 
arc to lie preferred. Records are more likely to be 
faithfully kept if participants can see their direct 
relevance to the decisions they face. Some very 
simple budgetary control procedures, b:1sed largely 
on physical records, can be very effective. For ex
ample, in intensive pig production, a budgetary con
trol scheme based on records of breeding and fat
tening performance of the stock and of feed input, 
both measured in physical terms, and matched 
against target performance, tailored for individual 
farm circumstances, can provide a useful guide to 
action. The logic of such schemes lies in the fact 
that it is technical efficiency over which a farmer 
has most direct management control in the short 
run. Movements in price o[ inputs and outputs are 
generally beyond the farmer's control and it is not 
usually possible for immediate adjustments in fam1 
organization or methods to be' made in response to 
such price movements. 

Budgetary control schemes based on financial da.ta 
are normally operated on a monthly cash flow basis. 
Actual net cash flow each month is matched against 
some target and the reasons for deviations from the 
target are analysed. For small farms there is much 
to recommend the inclusion of all domestic pay
ments and receipts, including farm and non-farm 
items, in such records. The distinction between do
mestic payments, such as school fees, and farm pay
ments, such as land tax. is an arbitrary one that has 
no real meaning to most small-farm families. 

Some farm recording schemes do not incorporate 
the element of frequent feedback of information to 
participants. Instead the records are processed only 
at year' end. An annual summary for the farm may 
lie prepared showing gross income and expenditure 
and some measures of profitability. This informa
tion may be given to the farmer, perhaps with some 



Table 2.2 DBTAILS OP AGROJJICA.OOICAL AND ULATBD DA1'A COLLICTU THIU)UOH ICRISAT's VILLAOB LBVBL STUPIBS PURINO THB 
CROP YBAllS 197.5-76 AND 1976·77 

Pigeon pea 

Chick-pea 

Pearl millet 

Groundnut 
Major c crops 

of the area 

Type of data collected 

1. Shootfty incidence 
2. Stem borer count 
3. Midgefty and preharvest assessment 
4. Grain mould counts 
S. Striga assessment 
6. Leaf di!:ease incidence 
I. Wilt and sterility mosaic 
2. Pod borer counts 
3. Nodule counting 
4 Crop rotation (with pigeon pea) 
I. Wilt incidence 
2. Pod borer counts 
3. Germination/crop stand 
4. Nodule counting 
I. Incidence of downy mildew 
2. Incidence of ergot 
3. Incidence of smut 
4. Incidence of rust 
I. Nociule counting 
I. Weed counts 

2. Cropping patterns and crop rotations 
3. Crop cutting 
4. Direction of crop planting 
5. Post-harvest farming practices 
6. Rainfall induced delays in farm opera· 

tions 
7. Effects of contour bunding on crop yields 
8. Measurement of infiows/outftows into 

traditional paddy tanks 

M!JIImum no. 
of plot• 

covered (with 
3·5 ~llcatea 

In eacl\) during 
each year 

6 
6 
6 
6 
6 
6 
s 

10 
s 

30" 
s 

10 
s 
5 
s 
s 
s 
s 
s 
s 

(per crop) 
3ob 
18 
30 b 

JOb 

30 11 

Frequency of 
obterv~tion• 

eac:h year 

1 
I 
I 
I 
I 
1 
3 
2 
2 
1 
3 
2 
2 
3 
1 
1 
1 
1 
3 
1 

1 
1 
1 
I 
1 

3 
daily 

Information uaer • 

Bntomotoaists .. 
.. 

Cereal pathologists 
Sorghum breeders 
Cereal pathologists 
Pulse pathologists 
Entomologists 
Microbiologists 
Agronomists/economists 
Pulse pathologists 
Entomologists 
Pulse physiologists 
Microbiologists 
Cereal pathologists .. 

Microbiologists 
Agronomists/economists 

.. 
Economists 
Pulse pathologists 
Economists 
Agronomists/economists 

• Inslmctions and pro 'urmas for collecting observations were supplied by the respective scientists who used the data. They also 
trained the investigators br making the obs~rvations and measurements. 

b N•Jmber of home•:.,Jd,, r,ot plots. 
c Besides the said .. ,..,scrvat.ons, measurerncnt of plots and subplots, weighing of fodder bundles, cart loads of manure, etc., were done 

on a sample: basis. 

comparison between his results and those of other 
participating farmers (see Section 3.4 below). Aver
ages may be computed from the recorded data for 
groups of broadly similar farms and this information 
may be used for the comparisons noted ahove. It 
may also serve as a useful basis for farm planning 
work or for policy-oriented work relating, for ex
ample, to maintaining or improving rural incomes. 

2.5 Fum case studies 

Many issues in farm management can only be 
understood if the researcher has a detailed under
standing of farm circumstances. To predict bow 
farmers might react to specific policy changes may 

30 

require intimate study of the realities of farm pro
duction and of farmers' attitudes. To collect such 
data from a large sample of farms might be too ex
pensive. A case study approach may be the only 
one possible in such circumstances. 

The case study approach involves intensive. de
tailed study of only one or a few farms. The objec
tive of this study is to learn, not only what is hap
pening on the study farms, but why, i.e., to elucidate 
the cause and effect relationships that operate. This 
process of elucidation is often facilitated by study
ing more thar one case. Two or three contrasting 
cases, by their very differences, may make it easier 
to identify important factors leading to the results 
observed. 

Once an understanding of cause and effect rela-



I 

I 

I 

I 
I 

I 

I 

I 

I 

tionships has been gained, the next step is to try 
to extrapoiare to the popu1anon or mlerest. This 
extrapolation process is quite unlike the process of 
inferring from a sample to the population from 
which the sample was drawn. It is a process re
quiring judgement and experience. Obviously. a 
good knowledge of the relevant features of the 
iarms in the popuiation of concern heips in drawing 
inferences. For example, if the case studies r..:veal 
that the iand/man ratio is a criticai iactor influencing 
the profitability of adopting some new technology. it 
is very helpful to know the distribution of land/man 
ratios in the population of farms if one is trying to 
draw conclusions about the probable extent of adop
tion of the technology. For this reason it is often 
IJSeful to foiiow case studies with a simpie survey 
to collect data on the distribution of key attributes 
in the populatio. of concern. 

2.6 Experiments 

Experimentation in the Sl1l'ial sciences is generally 
rot possible or is at best wry difficult to organize. 
However, in the agricultural sciences experimenta
tion is the main method by which knowledge is ad
vanced. Farm management is located at the inter
face between the social and the biological sciences, 
and the farm management researcher should te able 
to cooperate with agricultural scientists in the design. 
conduct and interpretation of agricultural e"ll:peri
ments to elucidate selected problems in farm pro
duction. No attempt is made here to review the 
complex issues of experimental methodology. Rather. 
a few comments are offered on experimentation 
from the perspective of farm management research. 

As a source of farm management data. experi
ments have some important advantages. Input-out
put relationships can b..: elucidated by experiments 
in which the level of a selected input lor inputs) is 
varied while other inputs. so far as possible, are 
held constant. Inputs and outputs can be carefully 
observed and recorded to reduce recording errors to 
a mmtrnurn. Moreover. by replication, statistical 
measures of the reliability of the results and of the 
"significance" of differences between treatments can 
be calculated. 

Despite the above formidable advantages. experi
mentation has its drawbacks. In particular, it is 
usually expensive in terms of both managerial and 
physical resources. Most agricultural production pro
cesses involve use of many inputs which interact one 
with another in determining the level of output 
achieved. Mainly for reasons of cost, and to avoid 
impossible complexity in experimental design. most 
experiments are constructed to elucidate the effects 
of varying only one or two input factors at a time. 
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The danger in such work is that important interactive 
effects between the varied factors and others may 
not be revealed. Also, it is obviously important to 
select for experimentation those factors bearing 'llost 
strongly on output and performance. There may be 
difficulties in identifying these factors or. once iden
tified, they may not be factors amenable to investi
gation experimentaiiy. !"or exampic, factors Itke 
quality of seedbed or standard of weed control may 
be difficuit to measure quantitatively and to manip
ulate for experimental purposes. Likewise the ef
fect of variations in climate over space and time 
may severely restrict the generality that can be at
tached to ex~rimental results. 

The relevance to farm practice of much experi
mental data must be questioned. There is a ten
dency for experiments to be conducted with very 
high levels of management by the standards of small 
farmers. and even with "luxury" levels of inputs not 
directly under study. The response to. say, nitrogen 
fertilizer may be investigated with other soil nu
trients "not limiting," i.e .• applied to a level ol' abun
dance that may be quite out of proportion to what 
is either normal or profitable on farms. The results 
of such an experiment may be almost useless for 
farm management purposes. Not only will the re
corded yields be quite different to those achieved by 
farmers, but the marginal response to nitrogen may 
be quite different under the experimental and farm 
condl lions. 

One means of improving the relevance of agricul
tural experimental data is by ::-ooperation between 
farm management researchers and agricultural scien
tists from the inception of the work. Too often the 
farm economist is regarded by the scientists as a 
kind of accountant whose jot. is merely to work out 
the financial aspects of the results after they have 
been produced. It is frustrating to be confronted 
with experimental da!a of doubtful relevance to farm 
practice as the result of luxury levels of input use 
for some factors, perhaps with too few levels of the 
factors being studied so that the range and type of 
response are not adequately described by the data. 
and perhaps also with some crucial inputs or outputs 
not recorded. By participating in the design of the 
experiment, the farm management researcher can 
use his influence to minimize such problems. He is 
also likely to learn a great deal by such cooperation 
from the scientist. who generally knows much more 
than he ~oes about the production process under 
study. 

In a number of institutions, joint research has led 
to the devele>pment of programmes designed to bridge 
the gap bi:tween the experimental station and the 
farm. For example, in Malaysia, experimental find
ings are tested on farms. using the farmers' own la
bour and other resources, but under the supervision 



of the researchers. Only those new technologiea that 
survive this test are promoted by the Extension 
Branch (MARDI. 1973). In a number of Asian coun· 
tries an extensive research programme, involving both 
scientists and economists, bas t.ten carried out to 
study the differences between rice production on the 
experimental stations and in farmers' fields (IRRI. 
1977). The aim is to find out to what extent the 
so-called "adoption gap"' can be closed. Likewise 
ICRISA T' s village level studies, as illustrated in 
Table 2.2, serve as a basis for guiding cooperative re
search between farm management and crop spe· 
cialists. 

2. 7 Colleetmg other types or data 

The farm management researcher will often need 
to employ a wide variety of types of data, relating 
not only to farms and farm production, but to 
aspects of marketing, supply of agricultural inputs, 
the institiltional framework of agriculture. and so 
on. In this section a brief review of the main types 
of data likely to be useful for farm management re· 
search purposes is provided, together with a few 
comments on possible sources of such data. 

Data on prices can often be obtained from pub
lished sources such as nt>wspapers or from official 
market records. It is usually wise to investigate 
exactly what such data represent, how they are col
lected and how reliable thev are. Price quotations 
in local m:ukets may be higher than actual prices 
if bargaining is r.:ommon. Similarly, afternoon prices 
may be different from morning prices if there is 
under or over-supply. Farmers who sell to middle
men may get appreciably less than reported market 
prices and even when purchases are by a statutory 
body at a fixed price, transport and other transac
tion costs can mean that net farm receipts are far 
less than the quoted price. 

If such price data do not exist, it may be the _job 
of the farm management researcher to organize their 
collection. More commonly, he will find himself 
engaged in collecting data from local suppliers on 
the prices of agricultural inputs such as fertilizer, 
sprays and stockfeeds. Most importantly. for farm 
management projects involving planning. the re
searcher will need to draw on and interpret outlook 
data to be able to make forecasts of future costs 
and prices. 

Institutional information of importance in farm 
management studies can relate to such aspects as 
credit or land tenure; marketing arrangements 11uch 
as quotas, contracts or purchasing schemes; the 
supply of irrigation water, electric power or other 
inputs; taxation; and so on. For some studies, in
formation on regional demography. employment and 
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income distribution may be needed. Because the 
farm management researcher is oriented toward 
problems at the micro level, not only may he need 
to employ these kinds of data in his analyses, but 
also he is in a unique position to appraise the 
impact and effectiveness of institutional policies. 
Consequently. a part of his work can be to offer 
advice to, say. a credit agency or a statutory mar· 
keting body on how they can implement their pro· 
grammes more effectively and on how their policies 
might be revised to better achieve specified develop· 
ment goals. 

:Z.8 Standardization Ia farm maaagemeat 
data colleetioa 

As should be clear from the preceding discussion. 
the types of data collected for farm management 
research purposes are highly variable. The data 
gathered will be dictated by the otjective of the 
study. Although standardized data collection pro· 
cedures have some advantages, discussed below, they 
also have some dangers. Standardization can lead 
to stereotyped thinking with information being col· 
lected for its own sake rather than as part of a 
process of solving relevant problems. When a par
ticular research objective has been defined, 'ltan
dardized data collection formats may be found to 
t~ unsuitable because they omit certain relevant 
aspects, or include unnecessary aspects. 

On the other hand, standardization has some im
portant advantages. Much the same information is 
needed for many farm management research pur· 
poses and it is wasteful for each researcher to have 
to design his data collection questionnaire from 
scratch. If a standardized form is available, much 
time can be saved and the risk of omitting necessary 
items can be minimized. 

A particular advantage of standardi1.ation relates 
to definitions of terms used in farm management re
search. There is an unfortunate tendency for prolif· 
eration of terms. Worse still, different researchers 
may assign different meanings to the same term. 
Thus opportunities for results to be misinterpreted 
arise and communication between researchers with 
similar interests is impeded. Some standardization 
of terminology is therefore to be strongly recom
mended. 

Standardization can also be valuable in facilitat· 
ing comparison of data collected by different re
searchers and in permitting routine processing of the 
infonnation gathered. By ensuring compatibility of 
format of data. standardization can permit the estab
lishment of a computerized farm management data 
bank which can be used as a source of reference 
data. As already noted, F AO has such a scheme in 
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operation and can provide appropriate standardized 
pro formas for farm management data collection to 
researchers wishing to participate in the scheme. 
Requests for pro formas should be addressed to the 
&".,. .. .,.. M"'""'n"n,.>nt """il 'Prnilnl"tinn Pl"nnromil"c: ~Pr. & ........ , .... ........ _ ....... b._. ••• - ..... __ ..__ ... ____ ,. ........... _____ _. ....... _._ ---

vice, Agricultural Services Division, F AO, Via delle 
Terme di CaracaUa. 00100 Rome, Italy. 

In addition to providing pro formas for data gath
ering, the F AO farm management data collection 
and analysis scheme gives access to a set of com· 
puter programmes that can be used to process the 
data collected. Four main components of the anal-
ysis system are: 

(i) a farm analysis containing a summary of the 

(ii) 

(iii) 

(iv) 

farm's resources and of its overall economic 
performance; 
a crop analysis detailing input-output coeffi
cients for crops on a crop, parcel or field 
basis; 
" liv,.dnl"'lr """" lv.:i" nrnviilina innut .nutnut ....... -....... 'L>-·· -··-·J .... Ool r·""·--···c ..... r-- ---r---

coefficients for each type of livestock; anct 
supporting analyses c:on1aining a variety of 
miscellaneous data. 

Further details of the data analysis and collection 
scheme are given in Friedrich (1977). 
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APPENDIX TO CHAPTER 2 

ESTIMATION OF PCPULATION PARAMETERS 

FROM SAMPLES 

Note: The formulae given below are not ne,essarily in 
the most convenient form for calculation. 

SIMPLE RANDOM SAMPLING 

Suppose a sample of size n is drawn (without replace
ment) from a population of size N with x1 being the 
value of a study variable for the i-th sample unit, then 
population parameters can be estimated as follows. 

Estimate of population mean (s11mple mean): 

Estimate of l'ariance of sample ml'an: 

v(f) = s
2 (N- n) 
~ 11.1 
H ' 1"1 ' 

where s2 , the sample l'ariance. is obtained as 

Estimate of population total: 

X=N~ 

Estimate of \'ariance of population totu!· 

Estimate of population proportion for a particular 
characteristic: 

n 

p= L d;fn 
1='1 

where d 1 = l or 0 for positive or negative observations 
respectively. 

Estimate of \'ariance of popr:lation proportion: 

[N-n) v(p} = p(l-p) . 
N(n-l) 

SYSTEMATIC SAMPLING 

The formulae given above also apply to systematic 
sampling without replacement, provided the sample is 
drawn from a random population, i.e., a population in 
random order. 



STRATIFIED SAMPLINO 

Estimate of population mean: 

M 

t= L NJ!J/N 
J=l 

where t:l is the mean of the j-th stratum, M is the 
number of strata and NJ is the number of sampling 
units in the j·th stratum. 

Estimate of variance of sample mean: 

1 LM (NJ-nJ) sJ
2 

v(2)=- NJ2 
-

w NJ nJ 
J=l 

where n
1 

is the sample size in the j-th stratum and 
sj2 is the sample variance for the j-th stratum com· 
puted as for a simple random sample. 

Estimate of population total: 

M 

X=NR= L Nit:J. 

J::l 

Estimate of variance of populatiofl total: 

v(X) = Wv(t:) = ~ N/ ( NJ- nJ) _:]___ . 
L....J NJ ni J::l . 

Estimate of population prvport!on for a particular 
characteristic: 

l M 

p= N L NJpJ 
j::l 

where p, is the estimate of the population proportion 
for the j-th stratum computed as for a simple random 
sample. 

Estimate of rariance of population proportion: 

MULTISTAGE SAMPLING 

Formulae are given only for two-stage sampling. The 
following notation is used: 

N = number of first-stage sampling units or clusters 
in population; 

n = number of first-stage units sampled; 
M1 = number of second-stage elements in the i-th 

first-stage unit; 
m1 = number of second-stage elements sampled in 

the i-th first-stage unit; 
N 

M = L M 1 = number of elements in the popu-

1=1 

lation: 
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M = M/N = avera)le size of first-stage sampling 
units; 

Xu = oLszrved value of the j-th second-stage element 
in the i-th first-stage unit; 

Dlt 

~~ = L x1Jm1 = sample mean of i·th first-stage 

J=l 
unit. 

Estimate of populall"on mean: 

Estimate of variance of sample mean: 

Estimate of population total: 

n 

X=Mt:=NL M 1~ 1/n. 
l=t 

Estimate of \'Rriancf.' of population total: 

Estimate of population proportion for a particular 
characteristic: 

where 

ml 

p1 = L d1J/m1 

J=l 

and du = 0 or I for positive or negative observations 
respectively for the j-th element in the i-th unit. 

Estimate of ~·ariance of population proportion: 

n 

(N-n) L 
v(p) = ----- M1

2 (p1- Pf 
NnM2 (n-l) 

1=1 



In this chapter some of the simpler ways of ana
lysing and presenting the types of data normally 
collected for farm management purposes are de
scribed. In many research studies, simple tabula
tions and comparisons of the data collected will suf
fice to meet the research objectives. Often such 
simple analyses will be all that are possible with the 
analytical resources available. At other times more 
advanced methods of interpreting and using the data 
may be needed, but even so, preliminary analysis 
along the lines describ.:!d lk!low will generally be an 
essential first step. 

The chapter begins with a review of some general 
principles and methods relating to the presentation 
of data in an informative way. Though simple, 
these principles of data presentation are extremely 
important in order to ensure good commumcation in 
research reporting. The elementary material on ta
bular and pictorial representation of data in Section 
3.1 can be skipped by readers already familiar with 
the topics covered. The following two sections then 
deal with generally applicable measures of farm per
formance. The chapter concludes with some com
ments on the technique known as comparative anal
ysis whereby farms' performances are compared 
either with a standard or with one another. 

3.1 Tabular analysis 

The first step in tabular analysis is the construc
tion of a system of classification of the data. Ap
propriate criteria for classification will be determined 
by the nature of the research problem under study 
and by features o~ the data themselves. In the latter 
regard a distinction can be drawn between discrete 
and continuous variables. 

TYPES OF VARIABLES 

A discrete variable can take only a finite number 
of possible values. These values may be numerical, 
e.g., number of children, or they may be non-numer
ical. e.g., true or false, principal crop grown, etc. 
On the other hand. a continuous variable, which for 

35 

3. SIMPLE DATA ANALYSIS 

practical purposes is always numerical, can in theory 
take an infinite number of possible values within 
some (perhaps unlimited) feasible range. Examples 
of continuous variables are yield per hectare, farm 
size, age of household head. 

In practice, continuous variables are treated as 
discrete, usually because of the limited precision of 
measurement. For example, yields may be reported 
to the nearest kilogram per hectare, farm size to 
the nearest 0.1 hectare and age may be reported in 
years only. Thus the distinction between discrete 
and continuous variables becomes blurred in prac
tice. Nonetheless the fundamental difference be
tween the two types of variable should be kept in 
mind since it is important in determining class 
boundaries in frequency distributions. 

DEFINING CLASSES 

Classification of data. by definition. requires segre
gation of the data into classes according to the value 
of one or more variables. For numerical variables, 
class intervals must be defined. It is usually desirable 
to make these intervals of uniform size. Moreover, 
the number of intervals must be sufficient to reveal 
any relevant patterns in the data, but there should 
not be so many intervals as to make interpretation 
difficult through unnecessary complexity and detail. 
If possible, intervals should be expressed in famil
iar and convenient numbers such as 5s or lOs. 

In drawing up tables, class intervals must be mu
tually exclusive so that the data are expressed 
unambiguously. Thus it is not satisfactory to define 
intervals of. e.g .• 0-10. 10-20, etc.; rather they should 
be, e.g., 0 to < 10, 10 to < 20, etc. which for a 
discrete variable implies 0-9, 10-19. etc. For con
tinuous variables the class intervals should be con
sistent with the accuracy of measurement of the orig
inal d:tta. If farm area was measu::ed to the nearest 
0.1 ha, class intervals should also be defined to 
one decimal place, e.g., 0.0 to 0.9. 1.0 to 1.9, etc. 
Not only should class intervals be mutually ex
clusive, but they should also, as far as possible, be 
collectively exhaustive of all possibilities. In par
ticular. it is desirable to include a category "not 



ascertained!' to accommodate any missing observa· 
tions. 

TYPES OF TABLES 

It is useful to distinguish between general pur· 
pose or reference tables and special purpose or in· 
terpretative tables. 

A general purpose table is constructed eitner to 
present a summary overview or to present a large 
amount of prh!lary data in a convenient form. In 
the latter case, it will normally be included as an 

· appendix to a report, its purpose being to provide 
users with access to the primary data so that they 
can make their own analyses and interpretations. A 
general purpose table may also be used by the re· 
searcher himself as part of the process of developing 
an appropriate form of analysis to meet the research 
objectives. 

Specfal purpose tables, on the other hand, repre· 
sent a more advanced stage in the analysis. They 
are chosen to illustrate some specific point or points 
about the data forming part of the logical investi-

galion of the research objectives. The researcher 
will need to give careful thought to the format of 
special purpose tables to see that they convey the 
relevant information in the best possible way. The 
data in special purpose tables may 1:Je processed as 
averages, percentages, index numbers or in any other 
relevant way to meet the need for clarification or 
emphasis of specific aspects. 

Tables 2.1 and 2.2 of Chapter 2 are examples of 
general purpose tables aimed at providing a sum· 
mury overview. A further example, providing data 
of a more numerical nature, is given in Table 3.1. 
Examples of special purpose tables are provided in 
Tables 3.2 and 3.3. 

In addition to their purpose - general or spe
cific - tables can be classified according to their di
mensions. The dimensions of a table specify the 
number of variables according to which the data in 
the table are classified. Thus. a one-dimensional or 
one-way table includes data classified according to 
only one variable. while in a two-dimensional or 
two-way table, two variables are used for classifi
cation. and so on. In practice, a four-dimensional 

'fable 3.1 EXAMPLE OF A GENER.-\L PURPOSE 1'ABLB SHOWING AVEII_.t,.GB AMOUI'ITS OF SUPPLEMEI'ITt.RY INCOME ON INDIVIDUAL 
Lo\ND DBVELOPME!'o'T SCHEMES IN PENISULAR MAL~.YSIA; BY INCOME GROUP ( 1969-71) 

Felda 

Serampang 
Tenang 
Percha 
LBJ 
A wah 
Gedangsa 

State 

Labt• 
Panchang 
Gerbang 
Menderang 
Dua 
Pepuyu 

Fringe 

Timbo! 
Gentam 
Peron 
Beranang 
Bcting 
Rambutan 
Sa hom 
Halt 

Scheml! 

Below 30 

10.6 (20)" 
8.2 (15) 
6.6 (19) 
5.4 (64) 
5.1 (12) 

8.5 ( 8) 

8.2 (55) 

13.4(45) 
9.5 (18) 

I 1.8 (12) 
15.9 (27) 
9.2(19) 

16.4 ( 8) 
I 1.5 (12) 
13.6 (13) 
8.9 (18) 

10.1 (31) 
16.6 (15) 
11.8 (11) 
8.0 (II) 

• Figures within brackets denote number of holdings. 
Source; Lim (1976, p. 365). 

Income group ($/month/family) 

31-70 

54.0( 2) 
38.0( 1) 

51.7 (12) 

50.2 ( 5) 
47.2 ( 6) 

47.1 (20) 
46.7 (17) 
43.0 ( 1) 

48.4( 7) 
40.8 (12) 
63.0 ( 1) 

44.8 (12) 
47.6 ( 5) 
44.2 ( 5) 
52.4 ( 8) 
47.8 (IS) 
39.0( 3) 
56.3 ( 4) 
47.8 ( 5) 
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71-120 

88.8 ( 2) 
101.0 ( I) 

85.0( I) 
97.5 ( 13) 

100.0 ( I) 

99.3 ( 4) 

91.7 (22) 
89.1( 3) 

99.0( 1) 

99.7 ( I) 

99.0 ( I) 

95.0( 2) 

91.4( 8) 
89.9 (13) 

107.5 ( 2) 
90.8 ( 5) 
83.0 ( 1) 

Abuv.: 120 

260.0( 4) 

213.3(15) 
138.0 ( 2) 
150.5 ( 2) 

245.7 (34) 
178.7 ( 5) 
153.0( I) 
345.0 ( I) 
144.0( 5) 

138.0 ( 2) 
136.5 ( 2) 
200.0( 3) 
289.5 (21) 
229.8 ( 9) 

108.0 ( 1) 

Total 

17.7 ( 22) 
62.3 ( 22) 
11.9( 21) 
52.2 (104) 
34.4( 20) 
65.6 ( 20' 

89.8 (131) 
36.5 ( 70) 
22.2 ( 21) 
41.3 ( 20) 
38.7 ( 45) 
11.9 ( 20) 

45.4 ( 23) 
40.0( 21) 
47.5 ( 21) 

134.3 ( 55) 
65.3 ( 68) 
29.1 ( 20) 
39.3 ( 20) 
23.2 ( 17) 



Table 3.2 EXAMPLE OF SPBCIAL PURPOSB TABLE SHOWING 
AVERAGE ANNUAL EXPENDITURE (BOTH CASH AND 
KIND) PER HOUSEHOLD IN DOUBLE·CROPPINO AREA 
OF PROVINCE WELLESLEY IN WEST MALAYSIA, 1963 

Item of expenditure 

Cash expenJiture 

Household expenses 
Cultivation expenses 
Other expenses 

Total cash expenses 

Expendilllre in kind 

Retained farm proouce 
Cultivation expenses 
Other expenses 

Total expenditure in kind 
Total expenditure 

Source: Selvadurai (1972. p. 38). 

$ 

946.80 
505.70 

42.00 
1494.50 

330.70 
138.30 
144.50 
613.50 

2 108.00 

q• .. 

44.9 
24.0 
2.0 

70.9 

15.7 
6.6 
6.8 

29.1 
100.0 

Table 3.3 EXAMPLE OF A TWQ-PIMENSION ... L TABLE SHOWING 
THE AVERAGE AMOUNT OF FERTILI/ER (KO/HA) 
USI!D BY RIC!! FARMERS IN KULON PROGO, 
INDONESIA, IN THE WI!T SEASON 1974-75 ACCORDING 
TO THI! FARMER'S RICE VARIETY AND TENURB STATUS 

Rice variety 
Tenure status 

I 
Average 

Modern Local 

Owner operators 130.7 28.6 87.8 
(51). (37) (88) 

Share tenants 134.7 105.9 47.1 
(15) (12) (27) 

Cash-rent tenants 202.1 80.0 167.2 
(5) (2) (7) 

Average 136 6 48.8 99.9 
(71) (51) (122) 

Sor4rce: Widodo et al. (1977, p. 80). 
• Bracketed num'>ers indicate the number of farmers on which 

the average is based. 

table is about as complicated as one can expect most 
readers to grasp. Even so. it is usually better to 
break down tables involving thre'! or more dimen
sions into simpler presentations whenever possible. 

Table 3.3 is an example of a two-dimensional 
table, while a simple three-dimensional table is il
lustrated in Table 3.4. 

FORMAT OF TABLES 

The general format of tables has been illustrated 
in the examples given above. This format is sum
marized in a generalized form in Figure 3.1 which 
also indicates the terms applied to different parts 
of a table. 
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Table 3.4 EXAMPLI! OF A THREB·DIMENSJONAL TABLE SHOWINO 
THE AVERAGE YIELDS OF RiCE (KGiHA) IN KULON 
PROOO, INDONESIA, BY YEAR, SEASON AND DISTRICT 

Pengasih distrkt Sidomulyo district 

Year 

I I Wet Dry Wet Dry 
season season season season 

1970-71 2 901 2 304 I 911 I 782 
1971-72 2661 I 921 2000 584 
1972-73 2 589 2 251 1694 2027 
1973-74 2-412 

I 
2455 2 326 2119 

Aveuge 2641 2 233 1983 1628 
I 

Sor4rce: W&dodo et al. (19n. p. 75). 

All ta.bles should be numbered, either consecu
tively through the report or using the notation a.t. 
for the b-th table of chapter a, e.g., Table 3.1 is the 
first table in Chapter 3. Using this system. appendix 
tables would be numbered in the style Ac.d. indi
cating the d-th table in Appendix c, e.g., Table Al.4 
would be the fourth table in Appendix 1. 

The title of the table should be as brief as pos
sible but should clearly describe the contents of the 
table. Similarly, the headings in the boxhead and 
the stub should be brief but informative. The box
head contains the headings ot all the columns in the 
table and the stub contains the headings of all the 
rows. 

Tables usually have a neater appearance if hor
izontal rules are used above and below the boxhead 
and at the foot of the table. In multidimensional 
tables, horizontal rules may also be used within the 
boxhead to indicate further levels of classification. 
(See Table 3.4 above for an example.) Vertical 
rules should be used only if necessary for clarity. 

Footnotes are used to indicate sources of data, to 
record any qualifications or exceptions, or to convey 
any other essential information not incorporated in 
the table itself. Footnotes may he general (e.g., indi
cating the general data source) or may be tied to par-

OOIDtEAD 

FIEtC 

Footnotes if required. 

Figure J.l. Generalized format of a table. 



ticular headings or entries by superscripts. Lower· 
case superscripts, e.g. 11' h etc., are recommended sinct 
they avoid confusion with powers of numbers when 
attached to numerical entries. Asterisks are con· 
ventionally used to indicate levels of statistical 
significance. 

INTERPRETATION OF TABLES 

While at least special purpose tables should be 
largely self-explanatory, it will always be necessary 
to provide some explanation of each table in the 
text. No table sh'Juld be provided that is not spe
cifically referred to and, except for appendix tables, 
discussed in the main text. The discussion should 
draw attention to the main points or relationships 
illustrated in the table. Sometimes the construction 
of the table itself may need to be described, while 
the main features can often be illustrated and ex
plained by means of examples drawn from the 
table. Any relationships revealed in a table might 
be explored further in subsequent tables or other 
analyses. 

When using tables to analyse the results of a sur
vey based on a probat.;Jity sample, apparent dif
ferences in averages between classes in the data, or 
departures of ob~ervcd frequencies from expected, 
should be tested for statistical significance. The t 
test can be used to compare means while the chi
square test is appropriate for comparing actual with 
expected frequencies. The methods of computing 
the necessary statistics for these tests and the appli
cation of these and other statistical methods to tab
ulated data are topics beyond the scope of this man
ual. Researchers engaged in such work who may 
need guidance on appropriate statistical methods 
are referred to any of the many good introductory 
texts on statistics such as Spiegel (1961). 

PICTORIAL REPRESENTA-1 ,os OF DATA 

It has been well said that a good picture tells a 
story better than a thousand words. Pictorial rep
resentation can also be used with equal advantage 
in place of a tabular analysis. Pictorial representa
tion of data can often be used to clarify or empha
size relationships in the data and to provide the 
reader with a grasp of the data as a totality without 
his having to study all the individual values. 

Of the several devices used for pictorial repre
sentation of data, the most commonly used are 
graphs, scatter diagrams, histograms, bar charts, pie 
charts, and frequency distributions. 

A graph is drawn on two axes. representing two 
quantitative variables or dimensions. Graphical pre
sentation is appropriate when there is a continuum 
in the data so that points representing paired obser-
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Figure 3.2. Graphs showing yields of rough rice in Taiwan 
province, China, and the Philippines (Crisostomo et a/., 
1971). 

vations of the two variables may be connected by 
a line. For example, a variable such as price may 
be plotted against time. Sometimes more than two 
variables may be included on the same graph, per
haps to show an association between two variables 
with a third. For example, Figure 3.2 is drawn to 
allow a comparison of trends over time in rice yields 
in Taiwan province, China, and the Philippines. 
However, it is usually unwise to include more than 
two or three variables on the same graph since the 
main advantage of pictorial representation is lost if 
a graph is made too complicated. 

Scatter diagrams are appropriate when it is wished 
to show the extent of association between two 
variables in the data but when no clear continuum 
exists. The scatter diagram shows the effect of 
random and other effects in the data. It allows the 
reader to assess visually the extent to which the two 
plotted variables are associated. Often a statistically 
fitted regression line may be plotted as a graph on 
the scatter diagram. Alternatively, a straight line 
or curve fitted by eye may be adequate to empha
size an 8Ssociation between the variables in a scatter 
diagram. Figure 3.3, for example, shows the asso
ciation between farm size and cropuing intensity in 
a sample of farms, each dot bdng a particular farm 
and the curve being drawn by eye through the scatter 
of farm observations. 

A histogram is composed of a number of rectan
gles drawn adjacent to each other with the property 
that the area of each rectangle, measured as height 
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Figure 33. Scatter diagram showing association between 
cropping intensity and farm size in Peshawar, Pakistan 
(McConnell, 1972). 

Percentage 

100 

90 

80 

70 

60 

50 

40 

30 

20 

10 

~ Central Luzon 

c:::J Southern Tagalog 

~ Camarine~ Sur 

tlwdJer of 

households 

"' • 391 

Figure 3.4. Histogram showing distribution of total annual 
income per household, 1973-74, in a sample of Nacamalti 
households, Fiji (Bayliss-Smith, 1977). 

times width, is proportional to the frequency of ob
servations in the class interval represented by the 
width of the rectangle. Thus a histogram is useful 
in indicating the nature of the underlying frequency 
distribution. An example is provided in Figure 3.4. 

0 h-~~~~--~LA------~~~~~~~--~~--~--~~~~~----L-~~~~~~~--~~~--~ 

Thresher Other ~ 
treading or atic:k treading & frame combination 

I ~~hanical Tractors 
~resher & jeeps 

Mechanical __ ... _______ _ 
Manual Threshing --------1.,..-- Combined 

Threshir.:; Mechanical and Manual 

Figure 3.5. Bar chart indicating popularity of different methods of rice t.IJreshing in the Philippines by region (Duff and 
Toquero, 197S). 
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Figure 3.6. Segmented bar charts showing apparent per 
capita daily energy availability in Sri Lanka (1969·70) by 
income class (Abelson, 1975). 

In a bar chart the sizes of different classes within 
the data are represented by bars of fixed width l:.ttt 
of length proportional to the magnitude or frequency 
to be represented. This contrasts with the histo
gram where frequencies are represented by areas. 
When a bar chart is to be used to represent the mag
nitude of two or mvre variables, the bars may be 
shaded in different ways. Again, the advantages of 
pictorial representation can be lost if too many vari
ables are included on the same chart. Figure 3.5 

!raditional System 

Harvesting 
38\ 

Threshing 
25\ 

is an example of a bar chart in which shading has 
been used to differentiate three subgroups in the 
data. 

A bar chart can be extended to show the com· 
position of the total magnitudes represented by the 
bars by segmenting each bar in proportion to the 
magnitudes of the different components. The com
ponent segments may be given a distinctive shadins. 
Figure 3.6 is provided as an example. 

A simple method of representing the composition 
of some total, such as the percentage of an aggre· 
gate falling into different categories, is the pie chart. 
In a pie chart a circle is divided into segments such 
that the size of each segment (angle) is proportional 
to the frequency or magnitude of that class. Again, 
the various segments can be shaded or coloured in 
a distinctive way. An example making use of a 
comparison of two pie charts is shown in Figure 3.7. 

As noted above, frequency distributions may be 
represented pictorially by histograms. For some pur
poses, the histogram may be plotted using relative, 
rather than absolute, frequencies, i.e., by changing 
the vertical scale of the histogram from frequency 
to relative frequency (usually expressed as a per
centage). Such a relative frequency histogram can 
alternatively be represented by a relative frequ"!ncy 
polygon, which is the line graph obtained by con
necting the midpoints of the tops of the rectangles 
of the histogram. 

It is often reasonable to regard collected data as a 
sample drawn from a large population. It is theoret
ically possible (for a continuous variable) to choose 
very small class intervals such that the relative fre
quency polygon for a large population would 

Improved System 

Harvesting 
43\ 

Figure 3.7. Pie charts showing comparative labour use for traditional and improved post-production systems for rke, 
Central Luzon, Philippines, 197S-76 (Toquero et al., 1977). 
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closely approximate a smooth curve, known as a 
relative frequency curve. Moreover, it is reasonable 
to expect that such theoretical curves can be ap
proximated by smoothing the relative frequency 
polygon of the sample, the approximation improv
ing as the sample size is increased. 

Smoothed relative frequency polygons are useful 
to indicate the general characteristics of frequency 
distributions. i.e., unimodal or multimodal, sym
metrical or skewed, etc. However, there is a prac
tical difficulty in the use of this approach. A proper 
relative frequency curve should have the property 
that the total area under the curve adds up to 100 
percent. This requirement is not easily satisfied 
when curves arc smoothed by eye and in conse
quence it may be morr convenient to represent fre
quency distributions in cumulative form. Examples 
of smoothed cumulative frequency cun·es are pro
vided in Figure 3.8. Such graphs depict on the ver
tical axis the cumulative relative frequency for all 
values less than or equal to the corresponding values 
on the horizontal axis. Thus figure 3.8 shows that 
in the dry seaslm. for local varieties, 60 percent of 
Cuttack farms had a rice yield of 3 tons per hect
are or less. whik with modern varieties the cor
responding yield was about 4.4 tons or less. The 
requirement that the total cumulative frequency adds 
up to 100 percent is automatically satisfied for this 
form of frequency curve. while the shape of the 
curve again indicates the g.:ncral characteristics of 
the distribution. 

3.2 Measures of whole-farm performance 

Small farms an: distinguished from larger com
mercial farms by the closeness and importance of 
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Figure 3.8. Cumulative frequency curves showing distribu
tion of farm rice yields for local (LV) vs. modem (MV) 
varieties and associated levels of MV adopticn in villages 
in Cuttack, India, 1971/72 wet and dry seas.:>ns (Barker 
et a{ .. 1975). 
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Figure 3.9. Simplified representation of ftows of goods, 
services and cash in a small farm system with borrowing. 
(Note: Excludes gifts and reciprocity arrangements, group 
ownership, savings and investment, and taxation.) 

the links between the farm and the household. It 
makes sense in commercial farming to view the 
farm as a business and to gauge its performance by 
ordinary business criteria. The same criteria can 
be applied to small farms when the farm is bemg 
viewed as a business system, but different criteria 
are relevant if the farm is being considered as part 
of the support system for the household. Thus, in 
calculating measures of small farm performance it 
is necessary to be very clear about the purpose of 
the analysis. 

The main links between farm and household, and 
between these two entities and the rest of the eco
nomic system, including farm credit institutions, are 
indicated in simplified form in Figure 3.9. The small 
farm household provides the labour for farm pro
duction. In return the household receives income 
in the forms of cash and as subsistence items for di· 
rect consumption. As well as family labour, the 
farm uses goods and services from the rest of the 
economy which are paid for, usually in cash but 
sometimes in kind. Farm cutput is divided between 
production used for family subsistence, output sold 



to the rest of the e~onomy and payments in kind. 
The household also uses goods and services from 
the rest of the economy which are normally paid for 
in cash. In some households there may be c;ome 
off-farm employment for which remuneration in cash 
or kind will be received. For farms emp1oying 
credit, cash loans may be received from time to 
time, or inputs may be supplied on credit. Interest 
on such farm loans must be paid and the principal 
repaid, either directly or by automatic deductions 
from receipts for produce sold. 

It must be emphasized that the model presented in 
Figure 3.9 is by no means complete. It is based on 
the assumptions that it makes sense to consider an 
individual household as a separate socioeconomic 
entity and to associate with that household an indi· 
vidually owned or operated farm. In some societies 
these assumptions may not be justified. Various 
forms of communal living and communal ownership 
of resources, especially of land, are not uncommon. 
Even in societies based on identifiable household 
units with individual land tenure, the picture in 
Figure 3.9 can be clouded by gifting and by various 
reciprocal arrangements. Furthermore, savings, in
vestments and taxation have all been excluded from 
the simplified system depicted in the figure. Despite 
these limitations, Figure 3.9 provides a convenient 
framework for considering the measures of small 
farm performance that might be calculated. 

There is much confu&ion of terminology about 
farm performance measures in the literature. In the 
treatment below we have tried to use terms that are 
reasonably descriptive and to define the meaning 
we have attached to them. A glossary, containing a 
consolidated list of terms used and their definitions, 
is provided as an appendix tc the manual. 

CASH FLOW MEASURES 

As is apparent from Figure 3.9 and the structural 
model of Figure 1.2, in reviewing farm performance 
it is important to distinguish between cash and non
cash items. For some purposes it may be important 
to know how much cash is generated by the farm 
and relatedly, how much cash is available to the 
farm household to meet such needs as purchase of 
food, fuel and clothes, payment of taxes, school 
fees, etc. Some cash measures are summarized in 
Figure 3.10. 

Farm receipts are defined as the value of cash 
received for the sale of agricultural output (see 
Figure 3.9). Similarly, farm paymellls are defined as 
the cash paid for goods and services purchased for 
farm use. Farm receipts exclude cash loans ad
vanced for farm purposes. Similarly, farm payments 
exclude interest and principal payments on farm 
loans. Both farm receipts and farm payments exclude 
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Figure J.JO. Cash ftow mcasulCls related to small farm 
performance. 

non-cash items. Thus, for example, the value of 
subsistence output is not part of farm receipts and 
the value of labour paid in kind is not included in 
farm payments. 

The difference between farm receipts and pay
ments is called the farm net cash flow and is a mea
sure of the capacity of the farm to generate cash. 
It is useful as the starting point for assessing the 
debt servicing capacity of the farm as discussed later. 

The amount of cash generated by the farm that 
can be devoted to household purposes can be cal
culated by making appropriate adjustments to farm 
net cash flow. Farm receipts not arising from sale 
of produce, such as cash loans received, must be 
added; and farm payments not relating to purchases 
of goods and services, such a<: interest and principal, 
must be deducted. The balance is the farm cash 
surplus and is the amount of cash generated by the 
farm for household use. Clearly farm cash surplus 
must be positive if the farm is to be self-sustaining 
in terms of working capital. 

Finally, farm cash surplus, plus other household 
receipts such as wages for any off-farm employment, 
is defined as household net cash income, which is 
the amount of cash available to the farm family for 
all payments not relating to the farm. It is then a 
partial measure of the welfare of the farm family. 
While subsistence consumption is not accounted for, 
a very low level of household net cash income may 
be an important indicator of poverty. In most parts 
of the world some cash is needed for families to 
meet ~asic needs of food, clothing, housing, health, 
education, etc. In semi-subsistence agriculture it 
may be a reasonable approximation to assume that 
farmers have the ordered goals of first satisfying fam
ily subsistence needs and then of maximizing house· 
hold net cash income. In this case the level of this 
measure reflects the degree of economic success 
achieved. 

Cash flows may be calculated for any appropriate 
accounting period. For many purposes it may suf
fice to work on an annual basis. However, if the 



pattern of payments and receipts is somewhat sea
sonal. it may be necessary to assess the cash po
sition more frequently, perhaps on a quarterly. or 
even a monthly basis. When a farm development 
programme is under way involving investments which 
take several years to yield income, long-term ~"ash 
flow budgets, calculated on an annual basis over, 
say, ten years, may be appropriate, These types of 
budgets are discussed further in Section 4.7. 

INCOME AND PROFITABILITY MEASURES 

Although cash flows are important in measuring 
farm performance, it is clear from Figure 3.9 that 
they do not tell the whole story. Non-cash items 
are also important, especially in subsistence and 
semi-subsistence agriculture. Income measures can 
be calculated which account for the value of the 
non-cash transactions and which also allow for any 
changes in farm assets over the accounting period. 

Before these measures of performance can be con· 
sidered it is necessary to give some attention to the 
problems of valuation of subsistence or non-cash 
output in semi-subsistence agriculture. As discussed 
by Fisk (1975), it is usual to value subsistence output 
using market prices but this presents an obvious 
difficulty if the particular product is not traded lo
cally. In such a case the analyst may have to use 
prices obtained from a market elsewhere in the 
country, if one exists. Alternatively, valuation may 
have to be based on the price of some reasonable 
substitute, perhaps assessed in terms of nutritional 
content. 

When market prices have been i.:.:..:ntified, the 
analyst must still decide which price to use. The 
two main alternatives are net selling price at the 
"farm gate'' and gross replacement cost at the "kitch
en door", where the terms "net" and "gross" refer 
to deduction or addition respectively of marketing 
costs. Because farm management analyses are typi
cally concerned with measuring the performance of 
the farm as a system, it is usual to use net selling 
price as the basis of valuation of non-cash output. 
However, in those studies that focus on the welfare 
of the farm family, subsistence income might m0re 
appropriately be valued at replacement cost. 

Gross farm income is defined as the value of the 
total output of the farm over some accounting period 
(usually a year), whether that output is sold or not. 
It therefore includes output produced during the 
accounting period and which is: 

-sold; 
- used for household consumption; 
- used on the farm for seed or livestock feed: 
- used for payments in kind; or 
- in store at the end of the accounting period. 
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To avoid double counting, any output produced in 
earlier accounting periods but sold or used in the 
current period is excluded from the current gross 
farm income. Alternative terms for gross farm in
come include value of production. gross output and 
gross return. 

In estimating gross income. those components of 
output that are not sold should be valued at market 
prices. The calculation is normally straightforward 
in the case of crops for which gross income is simply 
yield multiplied by net market price. Strictly. ac
count should also be taken of any changes in the 
value of standing crops between the beginning and 
the end of the accounting period. Such changes 
can be important. especially for perennial crops. 
Nevertheless, because of difficulties of valuation, it is 
quite common to ignore such changes. For livestock, 
on the other hand, changes in the value of the stock 
of animals over the accounting period are usually 
taken into account. Purchases of livestock are 
usually deducted from gross income since they can 
be regarded as part-finished output. Livestock gross 
income is therefore calculated as: 

sales of stock 
+ value of stock used for domestic consumption. 

payments in kind and gifts 
+ value of stock at end of accounting period 
- purchases of stock 
- value of stock obtained as payments in kind 

and gifts . 
- value of stock at beginning of accounting period 
+ value of livestock produce (e.g., milk, eggs, 

etc.) produced. 

Gross farm income is a measure of the total pro
ductivity of all the resources used on the farm. Ra
tios such as gross income per hectare or per labour 
unit can be computed to indicate""'the intensity of 
operation of the farm. 

Total farm expenses are defined as the value of 
all inputs used up or expended in farm production 
but excluding family labour. An alternative term 
for total farm expenses is total farm costs. Ideally 
the expenses included in any accounting period 
should be those incurred in producing the output 
generated in that period. In practice, however, 'iuch 
segregation of expenses is not usually possible, partly 
for iack of appropriate farm records. but also be
cause of the impossibility of approptiately parti
tioning the joint costs involved in much agricul
tural production. 

A compromise that can be adopted when the data 
are available depends on the separation of total 
farm expenses into fixed and variable expenses. V ari
abl~ expenses (also called variable costs or direct 
costs) are defined as those expenses that are specific 



to a particular crop or livestock enterprise and that 
vary more or less in direct proportion to the level 
of the particular enterprise (at least for small changes 
in level). Fixed expenses (also called fixed costs) 
are those farm expenses that do not vary in this 
fashion. If this division can be made, it may be 
possible to segregate for inclusion those variable 
expenses which relate to the production of the out· 
put generated in the current accounting perio:i and 
to omit those variable expenses incurred in the cur· 
rent period but relating to production included in 
a subsequent (or earlier) period. On the other hand, 
because fixed expenses cannot logically be appor
tioned to output on any appropriate basis, they are 
generally measured as those fixed expenses incurred 
during the current accounting period. 

Farm expenses include both cash and non-cash 
items. Thus, the value of goods and services for 
farm use paid for in kind or advanced on credit 
should be included. Similarly, farm production 
used for seed or animal feed which was included in 
gross farm income should also be included as a 
farm expense. Where capital inputs such as machine· 
ry are used, a depreciation allowance should be 
included so as to allow for the f.dl in value of the 

_ asset through use during the period being assessed. 
It should be noted, however, that interest on capital, 
whether owned by the farm family or borrowed. is 
not included in farm expeP.ses. 

The difference between gross farm incom_e and 
total farm expenses is known as the net f,.irin in
come. Net farm income measures the reward to the 
iarm family for their labour and management and 
the return on all the capital invested in the farm, 
whether borrowed or not. It is therefore a measure 
of farm profitability that can be used to compare 
the performance of farms. Because interest is ex
cluded, comparisons are not confounded by differ
ences in level of indebtedness. However. the main 
value of net farm income is as an intermediate mar
gin used in calculating other more informative profit 
measures. 

By deducting the value of various components of 
the re5ources rewarded by the net farm income, the 
return to the remaining resources can be calculated. 
Because of the difficulties of measuring and valuing 
managerial input, this factor is normally not casted 
but rather is reflected in higher or lower returns to 
the other resources. 

Probably the most useful measure for appraising 
small farm performance is net farm earnings. This 
is computed from net farm income by deducting any 
interest paid on borrowed capital. It measures the 
total income earned from the farm for family pur
poses and is the reward to all family-owned re
sources used in far..a production. Combining net 
farm earnings with any other household income, such 
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as wage income or payments in kind from off~farm 
work, gives family earnings (or total household net 
income) which is the total income available to the 
farm family for all purposes. If assessments of 
poverty or of income distribution are needed for 
policy or planning purposes, these should usually 
be made in terms of family earnings. 

In semi-commercial farming, returns on capital 
may be a relevant criterion of farm performance. If 
a proportion of the capital is borrowed, two mea
sures can be calculated. Return to total capital is 
calculated by deducting the value of family labour 
from net farm income. tFor this purpose family 
labour is valued at prevailing wage rates.) The re
sulting margin is normally expressed as a percentage 
of the total farm capital (i.e., the total value of the 
farm assets). Return to farm equity capital, on the 
other hand, represents the return to the family-owned 
share of farm assets and is calculated as net farm 
earnings minus the value of family labour. This 
measure, too, is usually expressd as a percentage, 
this time related to farm equity cc., -.c~. Farm equity 
capital, also called farm net worth" i:; defined as 
total fam1 capital minus farm borrowings. 

These two measures of returns to capital can be 
used to asse~:. the profitability of the farm invest
ment. They can be related to the rates of return 
available on other investments. However, in making 
such comparisons the generaily high level of risk 
attached to farm investment should be taken into 
account. 

These two measures may have little application 
in less commercialized agriculture for two main 
reasons. First, unemployment and underemployment 
of labour are common in such agricultural economies, 
meaning that the required valuation of unpaid 
family labour is difficult. Second, farmers in such 
an economy may realistically have no alternative 
investments open to them, so that no comparative 
rates of return are applicable. 

Next, the return to family labour can be com
puted as net farm earnings Jess an imputed interest 
charge on farm equity capital. This profit measure 
can be divided by the number of family members 
working on the farm, expressed as "adult male 
cquival~.;nts". to obtain an estimate of return per 
man, which can be compared with ruling farm and 
non-farm wage rates. 

In rural economies where some farms are rented 
and some are owner-occupied, it may be desirable 
to treat both types in a similar fashion for purposes 
of comparing production efficiency between farms. 
In such a case the tenant farmer can be regarded 
as having 'borrowed' capital in the form of land 
from the landlord, the interest on this capital being 
paid in the form of rent in cash or kind. Thus, net 
farm income would be calculated without including 



rent as a farm expense, although the rent would be 
deducted along with any interest paid in calculating 
net farm earnings. Land tax can usually be regarded 
as a form of rent paid to the government. 

If attention is directed to the farm as a unit pro
ducing food for the farm household, some measures 
of nutritional efficiency may be useful. Output could 
be measured in terms of energy, either er..pressed 
directly in joules (or calories), or in more familiar 
units such as equivalent in tons of wheat or num
ber of adult equivalents sustained. These measures 
of energy production may be related to the land 
area used or to the amount of labour employed. Al
ternatively. it may be related to the energy con
sumed in production, either as purchased inputs 
alone, or also accounting for labour energy expended 
(sec, e.g., Bayliss-Smith, 1977). 

MEASllRFS OF CAPITAL AND DEBT POSITION 

Several measures have t.een suggested to describe 
the capital and debt position of a farm. Of these, 
the rates of return on capital have been discussed 
above. Debt servicing capacity can be assessed as 
farm net cash flow (Figure 3.10) less cash needed 
for family living expenses. Thi" margin can be re
lated to the annual interest and principal charges 
on a farm loan, these charges depending of course 
on the terms of such a loan. For example, with a 
farm net ~ash flow of Sl 000 and assessed net family 
living expenses of $800, the debt servicing capa;:ity 
is $200 per year. This wouid service a loan of 
$1 000 at 5 percent interest repayable over six years, 
or at 10 percent repayable over eight years. Of 
course, in determining actual borrowing capacity, 
account would have to be taken of possible vari
ations in farm net cash flow over the period of the 
loan. In particular, account must be taken of the 
possible need to replace or purchase any capital 
items during the period of the loan. Such capital 
payments would reduce the farm net cash flow or, 
in the case of domestic items, increase payments for 
household expenses. Note Lhat family living expenses 
may be treated as net of any wage income, but it 
is not generally wise to use such off-farm wage in
come to "subsidize" the servicing of farm loans, i.e., 
if at all possible, loans should not be taken if they 
cannot be repaid from the farm net cash flow. 

A measure of the level of indebtedness of a farm 
that can be calculated is the equity ratio, defined as 
farm equity capital (total farm capital minus farm 
borrowings) divided by total farm capital (total value 
of farm assets). Equity ratio is usually expressed 
as a percentage and indicates the proportion of the 
value of the farm that is owned by the farm family. 
Critical levels of the equity ratio depend on such 
factors as the riskiness of the farming environment 
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and the terms of farm loans. However. equity levels 
below about 60 percent probably indicate exce:osive 
borrowing, judged by ordinary commercial stan
dards. 

AN ILLUSTRATIVE EXAMPLE 

The e~ample presented here is adapted from a 
hypothetical case farm developed by Friedrich (1977). 
However, for present purposes, some minor modifi
cations have heen made to the information presented 
by Friedrich. The analysis is based on a one-year 
period. 

John Doe is a farmer in the 'Upper Region' of 
country 'XYZ'. He owns a farm of 12 acres (4.86 ha), 
divided into two parcels. He also rents a third par
cel of 1.5 acres (0.61 ha) on a sharecropping t.asis, 
one third of the output being paid to the land owner. 
In addition, Doe is able to graze his cattle on com
munal land for a small rent. 

The crops grown in the current year comprise 8.5 
acres of mixed maize and groundnuts, 3.5 acres of 
cotton and 1.5 acres of sharecropped rice. The 
groundnuts and cotton are grown wholly for c;ale, 
while a portion of the maize and all the rice are 
retained for home consumption. 

Cultivation of the crops is done with the help of a 
pair of oxen that Doe owns. He also employs a 
labourer on a permanent basis, as well as employing 
seasonal workers for selected jobs. 

In addition to the draught oxen, cattle are kept 
for milk and meat. The herd comprises three cows 
and a bull, together with young stock. Two calves 
were born during the current year and one heifer was 
purchased. No cattle were sold or slaughtered during 
the current year, but one cow was hand milked for 
six months. some of the milk bc;ng used in the house 
and the rest being sold. 

As well as his farm, Doe owns a shop which is 
run mainly by his wife. 

For further details of this hypothetical case farm, 
see Friedrich (1977). 

Table 3.5 shows the net worth statement .for the 
case farm. The statement comprises a list of the 
main farm assets owned by Doe and their value at 
the start and end of the accounting year. Debts 
are also shown on each occasion and Doe's net worth 
or equity in the farm is calculated as total assets 
minus debts. Equity ratios at the start and end of 
the year are also shown. 

In Table 3.6 the farm income and expenses are 
summarized. A distinction is made in this table 
between transactions in cash, transactions in kind, 
and inventory changes. Variable expenses are de
ducted from gross income to obtain what is known 
as total gross margin. Then overhead expenses are 
deducted to give net farm income which in tum is 



Table 3.5 NBT WORTH STATBMIINT FOR CASB FARM 

Item Openlq value I + Purchases I -Sales I + Appreciation/ 
- Depreciation I Closing value 

(I) I 
Fann usets 

Land and improvements 7467 
Buildinp 650 
Tools and machinery 1968 
Cattle 1000 

II OSS 

Debts SIS 
Net worth (equity) 10570 
Equity ratio C%) 95.4 

Source: Adapted from an example provided by Friedrich (1977). 

used in calculating net farm earnings and family 
earnings. 

Further amplification of the calculation of gross 
income is provided in Table 3. 7 which shows the 
derivation of the gross income earned by the cattle. 
As can be seen, inventory changes adjusted for pur
chases (there were no sales) are included, as is the 
value of produce sold and consumed in the house. 

rable 3.6 FARM INCOMI! AND EXPENSES FOR CASE FARM 

Item I Cash I Kind I ~~~~·1 Total 

($) (I) ($) ($) 

Gross farm income 

Crops 0 5 160 715 s 875 
Cattle~> 283 428 200 911 

------ ---
Total 5443 l 143 200 6 786 ------~ 

Less variable expenses 1020 1020 
Total gross margin 4423 I 143 200 5 766 

-- --- -- --
Overhead expenses: 

Rent and land tax 60 60 
Permanent labour I 800 750 2550 
Depreciation of imptove-

I ments, buildings and rna-
chinery 241 241 

-- ---- --
Total I 860 750 241 2 851 

-- ---- --
Net farm income 2563 393 -41 2915 
Less interest paid 52 52 
Net farm earnings 2511 393 -41 2 863 
Plus off-farm earnings 3 180 500 3680 
Family earnings 5691 893 -41 6 543 

Source: As for Table 3.5. 
0 Net of share to land owner. 
b Net of purchases as per Table 3.7. 

(#) 

110 

ur 
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(IJ ($) (I) 

-53 7 414 
-35 615 

-153 I SIS 
+90 1200 

-lSI 11044 

II 044 
100.0 

The cash flow measures described above are sum
marized for the case farm in Tal:,le 3.8. Adjustment 
to \he cash components of gross income and ex
penses shown in Table 3.6 are necessary because of 
the conventional treatment of livestock purchases as 
a deduction from gross income, rather than as an 
expense. Farm net cash ftow is adjusted for interest 
and principal payments on the loan of $515 out
standing at the start of the year (see Table 3.5) to 
yield farm net cash surplus. Addition of net receipts 
from the store leads to a household net cash income 
for all domestic purposes of SS 176. 

It is possible to use the information presented 
above to calculate a number of ratios of performance 
for Doe's farm. We consider first the return to 
total capital. This is calculated by deducting the 
imputed value of family labour used on the farm 
from the net farm income. Doe and his wife spent 
a total of 63 days on farm work. valued at $945. 
Thus. the return to total capital is 2 915-945 = 

Table 3.7 CALCULATION OF LIVESTOCK GROSS rNCOME FOR 
CIISil! FARM 

-
Item Cash I Kind I ~~~~·1 Total 

-
($) (I) fiJ ($) 

Closing value 1200 I 200 
Less purchases -110 - 110 

--- --- -- --
-110 1200 1090 

Less opening value -1000 -1000 
-- -- -- --
-110 200 90 

Plus value of milk 393 428 821 
--- -- -- ----

Livestock gross income 283 428 200 911 

Source: As for Table 3.5. 



Tablt 3.8 CASH FLOW MEASURES FOR CASE f,\RM 

Item 

Cash income 
Plus livestock purchases 

Farm receipts 

Cash expenses 

Variable 
Fixed 

Plus livestock purchase~ 

Farm payments 

Farm net cash flow 
Les.~ interest and principal 

Farm cash surplus 
Plus off-farm receipts 

Hou~ehold net cash income 

·Source: A• for Table .•5. 

Flow 

($) 

5 443 
110 

5 553 

I 020 
I R60 

I 10 

2 990 

2 563 
567 

I 996 
3 180 

5 176 

$1 970. This margin can be related to the average 
value of total assets. i.e .. (II 085 +II 044)/2=$1 l 064 
(Table 3.5), so that the rate of return to total capital 
is calculated as I 970 X iOOjll U64 = I7.8 percent. 

In a reiated manner, the return on equity capital 
is calculated from net farm earnings le~s imputed 
value of family labour, i.e., 2 863- 945 = $ 1 918. 
This margin may be related to the average equity 
capital of (10 570 + 11 044)/2 = $10 807 (Table 3.5) 
to give a rate of return of I 918 X 100/10 807 = 17.7 
percent. Both rates of return may be regarded as 
reasonably satisfactory in an environment where the 
cost of borrowed capital is of the order of 10 per
cent, as assumed in this case. 

The return to family labour for John Doe and 
his wife may be found as the remainder after im
puting a value to the equity capital invested in the 
farm. For an average equity of $10 807 (see above). 
interest at I 0 percent amounts to $1 08 i. Thus, the 
return to family labour is calculated from the net 
farm earnings as 2 863 - 1 081 = l 782. Related to 
the 63 days of labour provided, equivalent to 0.315 
labour years. this margin represents I 782/0.315 = 
$5 657 per labour year equivalent. 

3.3 Measures of partial farm performance 

The farm management researcher will from time 
to time be asked questions about the economics of 
particular farm enterprises. He will encounter such 
questions as "What does it cost to produce a ton 
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of wheat?" or "Which is the more profitable, maize or 
beans?" In a mixed farming economy and especially 
if multiple cropping systems are used, these questions 
cannot be easily answered. The reason is that farm 
resources such as labour are shared between the 
various enterprises on a mixed farm and it is usually 
impossible (or very difficult) to work out the economic 
cost of the share used by a particular enterprise or 
crop within a multiple cropping system. The attempt 
is often made, valuing the resources at their average 
cost. For example, labour is costed at the average 
hourly wage rate. But this method does not give 
the true economic cost. The real value of labour is 
its opportunity cost, also called its marginal value 
product (MVP), i.e .. the marginal value in the most 
profitable alternative usc. This varies from season 
to season, even from day to day or hour to hour. 
At busy times the MVP of labour may be very high 
but at ofT-peak periods it may fall to almost zero. 

Moreover, the MVP is very difficult to determine. 
To obtain even an estimate requires budgets of all 
the main alternative uses of labour. Similar problems 
are encountered in valuing other resources such as 
draught animals or tractor.>, irrigation water, etc., 
and some products, such as cereal straw or stubble 
grazing, which are nol directly saleable, may also 
present valuation problems. 

The difficulties discussed above mean that. except 
in a mono..:ulture, it does not make sense to talk of 
the cost of producing a ton of wheat. The person 
who asks such a question can usually be persuaded 
to reword his request in a more meaningful way. 
He may be concerned to know whether the current 
wheat price is sufficient to give wheat growers an 
adequate income. That question can be answered 
directly from farm survey data. if available. Sim
ilarly. the person who asks about the relaiivr profit
ability of two crops prob::~bly wants to ::now 
whether a particular farma or group of farmers 
should be advised to grow one crop rather than 
another. Tha~ question too can be answered by the 
budgeting methods described in Chapters 4, 5 and 6. 

Although full enterprise castings are not recom
mended, it is sometimes of value to calculate some 
measure of the performance of an individual enter
prise on a farm. Provided its limitations.,· are ap
preciated, the enterprise gross margin may be useful 
for this purpose. The gross margin of an enterprise 
is defined as the enterprise gross income minus the 
variable expenses attributable to that enterprise. 
(Variable expenses were defined above as expenses 
that vary more or less in direct proportion to the level 
of the enterprise.) The sum of all the enterprise 
gross margins on a farm is the total gross margin. 
Enterprise gross margins are usually exprt:ssed on 
a per unit basis, i.e., per hectare for crops and per 
head for livestock. 



An example of the calculation of an enterprise 
aross mar&in Is presented in Table 3.9. The e:::ample 
relates to a cotton crop grown on the hypothetic 
case farm discussed above. The data in the table 
are taken, with minor chanaes, from Friedrich (1977). 

An enterprise lfOss marain is not a measure of 
enterprise net profitability since it takes no account 
of the demands the enterprise places on those farm 
resources represented by the fixed expenses. Rather, 
the gross margin measures the contribution the en· 
terprise makes toward these fixed expenses and to 
the farm profit. However, gross margins find their 
main use an aid in budgeting. The changes in gross 
income and variable expenses resulting from chang· 
ing the level of a particular enterprise are automat· 
ically accounted for in the ?-"!t~rprise gross margin 
so that attention can be focused on planning the 
reallocation of the fixed resources or on adjusting 
their supply. 

While enterprise gross margins provide a useful 
framework for presenting relevant data collected 
from a farm, there is a danger in placing too much 
emphasis on "historical" or "backward looking" per
formance measures. As noted above, gross margins 
are essentially planning tools and, while data on past 
performance may be a useful guide to the future, it 
is always necessary to consider what changes should 
be made to historical gross margins before they can 
be used in budgeting for the future. Thus in using 
enterprise gross margins for planning purposes, the 

Table 3.9 GROSS MARGIN FOR 2.5 ACRES OF COTTON ON CASE 
FARM 

Item I To!al I Per acre 

m ($} 

Gross income 

1st crop 700 kg 
2nd crop 280 kg 

Total 980 kg at $ 1.22 1200 480 

Variable expenses 

Fertilizer: 100 kg DAP 115 46 
Insecticide: 3 applications ) 20 
Packing materials 50 20 
Fuel and oil for irrigation pump IS 6 

Casual labour: 

Hoeing 80 32 
Picking: 

1st crop 250 100 
2nd crop 80 32 

Total variable expenses 640 256 

Gross margin 560 224 

Source; As for Table 3.5. 
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individual items of income and expense e11terina the 
calculation should each 1:le revised so as to take 
account of any relevant or expected changes in price, 
yield and Input levels. 

Because gross margins are net of only variable 
eltpenses, it is always necessary when comparing en· 
terprise aross margins per unit to review also the 
demands each enterprise places on farm fixed re· 
sources. For example, crop A might have a much 
higher aross margin per hectare than crop B, but 
before we can deduce that it would pay to vrow 
more of A and less of B, it would be necessary to 
consider, for instance, that crop B occupies the land 
for .only four months compared with a full year for 
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crop A, or that A places heavy demands on farm 
labour at a peak time and ljO could not be expanded 
without employing more labour. 

Special problems may arise in calculating !!~ross 
margins on small farms. For example, the common 
practice of multiple cropping can make it impossihle 
(or inappropriate) to allocate variable expenses to 
individual crops within the cropping system. It may. 
however, still be useful to work out a gross margin 
for the mixed crop or C!'opping system as an entity, 
or even for the whole rotation. Comparisons with 
alternative crop mixtures or rotations on other farms 
can "<ncn be made. 

The distinction between casual labour, normally 
regarded as a variable expense, and permanent la
bour, normally viewed as a fixed expense, may be 
somewhat arbitrary on occasion. For example, on 
some farms, workers are employed more or less 
year-round, but are paid on a "task" basis. Such 
wage payments clearly satisfy the definition of a vari
able expense. At other times. labour may be hired 
on a casual basis, yet may be allocated to tasks of 
an essentially overhead nature, such as maintenance 
work. In view of such ambiguities, it is important 
always to record full details of casual labour ex
penses included in an enterprise gross margin cal
culation. Moreover, the decisions made in distin
guishing between fixed and variable expenses should 
always be kept in mind when reviewing gross margins. 

3.4 Comparative analysis 

Comparative analysis is a method of assessing the 
performance of an individual farm. It is important 
to distinguish between the special procedures of 
comparative analysis as developed in farm manage
ment and outlined below, and more general meth· 
ods of comvarison cf results used, for example, in 
analysis of survey data. In the latter case the survey 
results may be set out in tables or figures, as de
scribed in the first section of this chapter, so as to 
facilitate comparsions !Jetween different groups of 



farms in the sample. The following remarks do not 
refer to such general methods of comparison of data. 

Comparative analysis is the name given to the 
p;ocess of comparing the performance of a farm 
with some "standard". The standard may be <my 
one of: 

(i) previous performance for the same farm; 
(it') average performance for a group of broadly 

simila.r farms; 
(iit') some "synthetic" standard based on experi

mental and other data; or 
(iv) budgeted performance for the farm in ques

tion. 

The differences between the farm being ~ttudied and 
the standard are noted, and an attempt is made to 
identify the reasons for thc<>e differences. 

The standards used may relate to technical per
fommnce, involving physical measures such as vields 
of crops. production of livestock. or use of inputs 
such as labour. Other standards may be measured 
in money terms. including s!.!ch ratios as enterprise 
(or total) gross margins per hectare or per unit of 
some other re~ource, net income per hectare, return 
to total capital. etc. Some analysts (e.g., Blagl:Jurn. 
1961) have develope'; quite complex systems of 
comparis9ns of rat!us against standards. designed to 
arrive by more llr less logical steps at an identifi
cation of the specific strengths and weaknesses of a 
particular farm business. However, these systems 
are mainly designed for use on commercial farms, 
and would generally not be relevant for small, semi
subsistence farms. 

Comparative analysis is essentially an extension 
technique, rather than a research technique. It thus 
tends to lie outside the main area of concern of this 
manual. More0ver. the technique can be criticized 
as lacking economic justification. Since none of the 
standards normally used ;an be said to represent 
economic optima for the study farm, comparison 
wi•h the standards may be of little value and may 
even be counterproductive, i.e .• it may suggest changes 
that lead away from, rather than toward the true 
(l:>ut unknown) optimum. 

In a research context perhaps the main use for 
the comparative analysis approach is in regard to 
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synthetic standards derived from experimental data. 
As discussed in Section 1.5. a valuable research ap
proach is. to study in detail the extent and "a uses of 
the "yield gap" between the yields obtained on ex
periment stations and those obtained on farms. The 
results of such study might be to cmph:1size the need 
for a more appropriate orientation of research to 
real farm circumstances. {I , 
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4. WHOLE-FARM PLANNING 

4.1 The context of farm planning 

Farm planning involves examining the inlplicatiuns 
of reallocating farm resources. The planner will be 
concerned to evaluate the consequences of some 
change or changes in either farm methods of pro
duction or in farm organization, i.e., in what is pro
duced and how. Sometimes the changes being con
sidered will be minor. involving perhaps a new 
variety of a crop or a new pasture type, and some
times they will be quite radical. as when land of 
little or no agricultural value is brought into in
tensive production in some land development scheme. 

The context in which farm planning studies arc 
undertaken may vary widely. At one extreme, farm 
planning may be part of an extension programme 
wherein a specific plan is developed for an indi
vidual farm. While the planning techniques , de
scribed below are well suited to use in such an ad
visory context. the large number or small farms in 
most. developing countrie~ makes this individual ap
proach impracticable as a means of achieving broad 
rural development objectives. 

More plausibly, the extension usc of farm planning 
T methods will involve planning one or more ca~c 

study farms that can be regarded as to some extent 
"representative" of the target population of small 
farmers. The great diversity commonly found in 
farm populations in terms of resource endowments. 
management goals and abilities, etc. obviously limits 
the value of the representative farm approach. It 
is not usually possible to obtain a close match be
tween the circumstances assumed for the represen
tative farms and the circumstances of any large pro
portion of actual farms. Rather. the representative 
farm approach can be used to identify general guide
lines about the economical use of farm resources 
for farms of particular types in a given area. These 
guidelines would then be promoted among farmers 
:n the region by the usual mass extension methods. 

In a different context, the farm planner is con
cerned not so much with the question of wh;tt allo
cation of resources farmers should adopt to achieve 
particular individual goals, but rather with trying to 
predict what resource allocation farmers will adopt, 
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given particular incentives, prices and available tech
nologies. Again, attention may be directed to a 
number of "representative" farms and budgets drawn 
up for these farms would be scaled up to produce 
aggregated projections for development planning pur
poses. Thus this kind of farm planning is often part 
of the process of evaluating the feasibility and profit· 
ability of development projects. 

Farm planning studies of the different kinds men
tioned above may be conducctd on either a whole
farm or a partial basi~ In whole-farm planning. as 
the name suggests, the farm is considered as a 
complete entity. The whole crop and livestock pro
duction programme is reviewed and the usc of farm 
resources is considered 011 ::tn overall basis. If profit 
budgets are to be prepared, they are constructed 
taking account of all farm income and expense items. 
In partial analysis, on the other hand, some aspects 
of the farm production system are taken as given 
and the budget analysis is conducted considering 
only those aspects of the farm that are directly af
fected by the proposal under review. Such budgets 
are called partial budgets. Their construction and 
use are discussed in ChlilPter 5. 

4.2 The nature of the whole-farm planning problem 

The integrated nature of small farm production is 
such that it is often most appropriate to consider the 
system as a whole. Alternative enterprises or meth
ods of production compete for the farm resources 
of land, labour and capital in its various forms. 
Moreover, there are often important inter-relation
ships among various components of the farm sys
tem. For example, livestock may depend upon crops 
grown for all or part of their feed requirements. 

'The sall'!C animals may be used for draught pur-
poses in the cultivation of these crops and the ma
nure they produce may be an important source of 
nutrients for crop production. It is difficult in a 
partial analysis to account adequately for such inter
relationships. For reasons of this kind, planning of 
small farms is often best undertaken on a whole
farm basis. 



Whole-farm planning involves three main steps. 
The first is the development of a farm plan or pro
gramme. This plan will be specified in terms of 
both the levels to be adopted of particular farm 
enterprises and the methods of production lu bl.! usl.!c.l. 
Thus the plan will indicate not only what areas of 
various crops are to be grown and what numbers of 
livestock are to be kept, but also will specify which 
varieties of crops should be grown. when they arc 
to be pl?nted, what fertilizers and other chemicals 
should be applied, what intensity of weeding shoulll 
be adopted, and so on. ln the case of livestock. 
such features as feeding methods and breeding pro
grammes will be indicated. 

The second step in whole-farm planning is to ll:st 
the specified plan for feasibility in terms of the de
mands that the plan will place upon farm resources, 
and in terms of consistency with institutional, social 
or cultural planning constraints that apply. Thus 
the plan should be examinl.!d to see that it is feasible 
in terms of the land area available, that the implied 
rotation will be viable in both the short and thl.! 
longer term without degrading soil fertility, that suf
ficient human labour, animal power or machine 
power can be made available to complete the work 
required in a timely manner. that enough food will 
be produced and enough cash gcncrah:d to meet the 
essential needs of the farm family, and so on. 

The final step in whole-farm planning is to evaluat..! 
the particular plan and to rank alternative plans in 
t..::rms of an appropriate criterion, with the objective 
of selecting the "best" plan. Clearly, the criterion 
used should reflect the farmer's objectives. However. 
because a farmer's objectives are usually complex 
and difficult to elicit, it is common to rank plans 
in terms of some readily evaluated criterion such as 
net farm earnings. Provided adequate cognizance 
has been taken of the farmer's views in specifying 
planning constraints, net farm earnings may be a 
reasonable surrogate for his actual but unspecified 
objectives. 

In some farm planning methods, the three steps 
outlined above must be taken one at a time. In 
budgeting methods, alternative plans are usually 
developed intuitively. perhaps as modifications of 
the existing system or as adaptations of systems de
veloped on other successful farms or in experimental 
work. These plans must then be tested for feasi
bility and, if necessary, modified further before they 
can be evaluated. However. in other methods the 
three planning steps are combined. Most linear 
programming and related procedures are designed to 
generate a farm plan that is at once feasible in terms 
of specified constraints, and optimal according to 
a defined criterion. Such farm programming methods 
are revieweJ in Section 4.5 below. However, atten
tion is first directed to the construction of activity 
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budgets which are useful in whole-farm planning 
using either programming or non-programming 
methods. 

4.3 Activity budgets 

Activity budgets are important because they form 
the building blocks used in all the farm planning 
techniques to be described later. They constitute a 
systematic listing of relevant planning information 
about nominated production technologies. The in
formation used may have I:Jel!n gleaned from farm 
surveys, farm records, experienced extension work
ers, experimental work, etc. An activity budget is 
a convenient means of summarizing such data re
gardless of its origin. 

In discussing activity budgets it is first necl!ssary 
to distinguish between an enterprise and an activity. 
A farm ellterprise is defined as the production of a 
particular commodity or group of related commod
ities for sale or domestic consumption. Thus the 
term 'rice enterprise' implies the production of rice 
(and perhaps rice straw) for sale or domestic use, 
without specifying the method of production em· 
ployed. An activity. on the other hand, is a speci
fied method of producing a crop or operating a 
livestock enterprise. For t'l(ample, dryland and ir
rigated rice arc different activities but are part of 
the same enterprise. 

The significance of the distinction between enter
prises and adivities lies in the fact that the whole
farm planning problem involves deciding not only 
what to produce but also how to produce it. That 
is, it involves selecting an appropriate mix of activ
ities rather than merely a combination of enter
prises. Of course, in principle, it would I:Je possible 
to define an infinite number of activities representing 
all possible ways of producing various products. In 
practice. however, it is usually possible to define a 
relatively small number of activities which, individ
ually or in combination. adequately span the range 
of production opportunities available to, and worthy 
of con~idcration by, a particular farmer. The 
planning problem then reduces to selecting a mix of 
these activities that is at once feasible and optimal. 
In this context, an activity budget is a formal state
ment of the economic and technical characteristics 
of a particular activity, presented in a way that al
lows planning to proceed. 

An activity budget comprises some or all of the 
following components: 

(a) a brief but adequate definition of the activity, 
stating what is p:-odnced and how; 

(b) a list of the demands placed on farm re
sources (e.g., land. labour requirements) per 
unit level of the activity; 



(c) quantification of any inter-relationships be· 
tween the specified activity and other possible 
activities (e.g., grazing requirements of live
stock or rotational attributes of crops): 

(d) a listing of any non-resource constraints on 
the l~vel of the activity either alone or in 
combination with other activities (e.g.. mar
keting constraints or constraints reflecting the 
personal preferences of the farmer); 

(e) a li&ting of variable costs per unit level of 
the activity; 

(f) a statement of the output produced per unit 
level of the activity !Ind. if the output is sold, 
an estimate of the net price received. 

By way of an example, an activity budget for 
sweet potatoes in Tonga in the South Pacific is 
provided in Table 4.1. 

4.4 Planning farm resource use 

This section is concerned with the stage in farm 
planning rclaling to establishing the feasibility of a 
particular farm plan. Often this will prove to tc 
the most important stage •lf a planning study of a 
small farm. Farm plans, defined in terms of activity 
levels, may often be strongly indicated by technical 
considerations. Thus the planner's main task is one 
of establishing that a propos.:d plan is indeed techni
cally and economically feasible. The question of 
the merits of the proposed plan vil'.-a-vis alternatives 
either may not arise or may be a secondary issue to 
the question of feasibility. 

The first requirement in planning farm resource 
!lse is for the planner to make an inventory of the 
farm resources available and of the constraints 
bearing on the choice of an activity mix. It is usually 
convenit.:nt to review farm resource and planning 
constraints t.mder the following headings: 

land and rotations, 
- irrigation, 

labour, 
~- draught animals and machinery, 
·- livestock feed, 
- working capital and credit, 
- family food needs, 
·- institutional, social, cultural and personal 

constraints. 

In drawing up an inventory of these resource and 
planning constraints, the resource stocks or con
straint levels should be quantified as accurately as 
possible. 

A review is now provided of the quantitative in
iorrnation needed under each of the above headings 
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Table 4.1 ACTIVItY IUDOET FOR SWEET POTATOES IN TONOA 
IN 1974 

I. De/initioll 

Local name: kumala 
Sc:ientific name: Ipomoea batatas 
Grown as a staple using "traditic .1l" technology 
Local varieties 

2. Seasonality 

(a) Planting dates: 

Normally planted between March and Oct~ber, but 
can be planted year round. 

(b) Growth period: 

Four to seven months according to weather condi· 
tions, etc., typi;;:ally five months. 

<c) ln·ground storage: 

Harves~ can be delayed for up to two months without 
appreciable yield Joss. 

3. Rotational consideratio11s 

(a) Crop sequences: 

Commonly grown after yams or taro, or as a tint 
crop after fallow on less fertile land. Usually fol· 
lowed by cassava or fallow. Not recommended to 
be grown on same area in succession. 

(h) lntercropping: 

May be grown as an intercrop in young bananas 
(effective area 33 percent). 

(c) Soil fertility considerations: 

High levels of soil nitrogen may cause cxc:ssivc 
vegetative growth and poor tuber production. 

4. Pla11ti11g 

(a) Spacing: 

Typically planted about I m X I m. (Grown as a 
row crop under mechanization.) 

(b) Planting material: 

Grown from stem cuttings about 30 em long, three: 
or four per hill. O.OS ha will provide enough planting 
mat~rial for I ha. 

5. Other inputs 

6. 

7. 

Fertilizers are not used. Dusting against weevil borer 
is recommended but seldom practised. 

Labour requirements 

Job Man·hoursfha 

Prepare planting mat:rials 60 
Plant 100 
Form hills 100 
Weeding - months after planting: 

1 15 
2 ss 
3 3S 

Harvest 345 

Yield 

Average: 12.5 tfba 



Table 4.1 ACTIVIlY BUDGET FOR SWEET I'OTATOES IN ToNGA 
IN 1974 (concluded) 

!!. Nutritional aspects 

Usually consumed boiled or baked. Contains 4.2 MJ/kg 
edible portion, I.S percent protein, tS percent waste. 
Not a preferred staple - maximum of 3S percent of 
energy intake from this source. 
Short post-harvest storage life. 

9. Marketing 

Typical local price in 1974 of S S.S0/100 kg, net of selling 
c.osts. 

Source: Hardakcr (1975, pp. 318-322\. 

and of some of the planning procedures that can 
be used to assess the feasibility of a farm plan with 
regard to each category of constraints. 

LAND A~D ROTATIONS 

The objective of land and rotation planning is to 
establish whether a proposed plan is consistent with 
the land resources available, including the need to 
ensure that the implied rotation will not deplete the 
long-term productive capacity of the soil. As we 
shall see is the case in planning other resources. 
establishing feasibility in regard to land involves con
firming that the resource supply is greatl.!r than or 
equal to the resource needed to operate the pro
posed plan. 

In the case of land, the resource supply is usually 
relatively easily established by determining the farm 
area. Account musi obviously be taken of any 
areas that cannot be used for agriculture, such as 
land occupied by buildings, paths or roads, canals. 
etc. In many cases, it will be necessary to differen
tiate various classes of land "Such as arable and non
arable, irrigated and non-irrigated, etc. 

Estimating the demand for land may at first sight 
also seem to be a simple task, but for some small 
farm systems this is not necessarily the case. Crops 
may vary in both the length of time and the seasons 
during which they occupy the land. A proposed 
plan may incorporate both annual (short-duration) 
and perennial (long-duration) crops. In some areas 
and for some crops there is only one recognized 
growing season but in other places there are two or 
even three cropping seasons each year. In some 
parts of the tropics, there are no marked seasonal 
variations in weather and some crops, especially rel
atively robust species such as cassava for example, 
can be planted at any time of the year. Indeed, in 
some situations cassava shares with some other crops 
the property of having no clearly defined growing 
period. Thus cassava may be harvested some eight 
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months or so after planting !less in favourable lo
cations) or may be left in the ground for two or 
three years or more. 

A further dimension of complexity in planning 
land use arises from the practice of many small 
farmers of planting mixed rrops or of intercropping 
one crop with another.' Pl.!rennial crops such as 
~oconuts may be intercropped with short-duration 
crops, csp~cially before the perennial crop has ma
tured. Two or more crops may be grown simulta
neously to exploit differences in growth habit, etc. 
One crop may be planted as a previous one is ma
turing so that a sequence of mixed crops is grown. 

In planning land usc it is also necessary to take 
account of crop rotation and crop sequence consid
erations. Excessive production of crops that are 
demanding of soil fertility can deplete the productive 
capacity of the soil through such effects as removal 
of plant nutrients, build-up of pests and diseases, 
and loss of soH structure. Thus it may be necessary 
to ensurt· that any proposed crop rotation incorpo
rates appropriate areas of legumes, pasture or fallow 
that will restore the fertility of the soil. The fre
quency with which crops that are vulnerable to soil
borne diseases may be grown may need to be re
stricted. Moreover, attention may need to be ~iven 
to the sequence of crops. Crops demanding a. high 
level of fertility may need to be includ·~d early in a 
rotation following a legume or other "break" crop. 
Some crop sequences may be more advantageous 
than others if, for example, there is a good match 
between the time of harvest of the preceding crop 
and the appropriate planting dati! for the succee.iing 
crop. 

All ~his can make the farm planner's task difficult. 
Ignoring for the moment the possibility of inter
cropping, land use planning involves: 

(I) establishing the areas of each crop activity 
to be planted each year; 

(2) establishing the planting dates and durations 
of these crops; and 

(3) specifying the sequence in which the crops 
are to be grown. 

A framework for planning land use is illustrated 
in Figure 4.1. Across the top of the figure the crop 
year is divided into appropriate "seasons". In this 
case, six two-month seasons are used. The cropping 
sequence is represented in the body of the figure 
which shows the crops grown, their order in the ro
tation, and the period of time each occupies the land. 

1 The terminology of multiple croppin~ systems is confused 
but some consistent definitions are given in TAC (1978). 
See also, for example, Dalrymple (1971) and Stelly et al. 
(1976). 
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Figure 4.1. Representation of a crop rotation. 

In the case illustrated the first crop planted is yams 
'llhich occupy the land for about 10 months. The 
first yam crop is immedi~tely followed by a second 
(taking 8 months) which is followed in turn by taro. 
Taro occupies the land for approximately 10 months 
and is followed in turn by sweet potatoes with a 
growing period of about 8 months. The rotation IS 

completed by a 12-month fallow. 
The :!!"•'a allocated to each crop in a rotation is 

called the "break". 1f the break for the rotation 
illustrated in Figure 4.1 \\'as 0.25 ha, the areas of 
crops planted in a "steady st~te" situation, in which 
0.25 ha of first-crop yams were established annually, 
would be: 

ha 
Yams 0.50 
Tare 0.25 
Sweet potato 0.25 
Fallow 0.25 

This adds up to 1.25 ha, but in fact the total area 
required is only 1.00 ha since. as Figure 4.1 shows, 
the rotation can be established on four plots of 
0.25 ha, one for each "year" of the rotation. 

The method illustrated can be extended to deal 
with relay intercropping. The rotation considered 
above can be modified to account for the fact that 
the second crop of yams can he interplanted with 
taro. Further, taro in tum can be interplanted with 
cassava which may then be followed by a crop of 
sweet potatoes. A rotation accounting for these relay 
intercropping possibilities is illustrated in Figure 4.2. 

In the steady state, the new rotation comprises: 

Yams 
Taro 
Cassava 
Sweet potato 
Fallow 

ha 
0.50 
0.25 
0.25 
0.25 
0.25 

S4 

The areas planted to the various crops arc as before, 
except that 0.25 ha cassava has been added. Yet. 
because opportunities for relay intercropping have 
been exploited, the total land area occupied l:Jy the 
rotation in the steady state with a 0.25 ha break 
remains at 1.00 ha. Of course, the effect on overall 
farm performance of changing to a more intensive 
rotation in the manner illustrated will depend, inter 
alia, on the effect of relay intercropping on crop 
yields. 

A rather different land-use planning problem arises 
in relation to intercropping of perennial crops. Dur
ing the establishment phase of crops such as oil palm 
and coconuts, the young trees are sufficiently small to 
permit cash or subsistence crops to be grown be
tween the rows. This practice not only provides a 
source of cash and/or food for the plantation owner 
and his family, but can be valuable in controlling 
weeds that might otherwise compete with the young 
trees. Land-use planning in this case devolves to 
estimating th.! amount of land available between 
the trees. Clearly, this tends to decline as the trees 
grow until, when the overhead canopies of adjacent 
rows of trees meet, intercropping may cease to be 
pmcticable. Moreover. as the degree of ground 
shade increases, it may be necessary to select for 
intercropping only those plants tl~at thrive under 
shady conditions. 

To illustrate. if young coconuts are planted at 
10m X 10m and if it is deemed that, to avoid root 
damage to the trees, intercropping should not im
pinge within 2m of each tree, the area of land 
available for cultivation varies according to the 
planting system used for the intercrop, as illustrated 
in Figure 4.3. 

It should, of course, be recognized that this some
what theoretical approach gives only an approximate 
estimate of the potential for intercropping of tree 
crops. The approach hinges on making a good 
estimate of the root zone around each tree which 
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Figure 4.2. Representation of a crop rotation with in
tcrcropping. 



Tree spacing 10 m X 10 m, i.e., 100/ha. 
(u} Ar::a occupied bj circular root zones of 2 m radii = 

100(2f" = I 257 m:< = 0.126 ha. 
Hence area available for intercropping using a non
linear planting system for the intercrop = 1.0- 0.126 = 
0.874 ha. 

(b) Area occupietl by squ"re root zones of 4 m X 4 m ;;;;:: 
100{4)' = I 600 m' = 0.16 ha. 
Hence area available for two-way row cropping cf in
tcrcrop = 1.0-0.16 = 0.84 ha. 

(c) Area occupied by rectangular root zones of 4 m X 
lO m = 100(4)10 = 4000 m2 = 0.4 ha. 
Hence area a\·ailable for one-way row cropping of in· 
tcrcror = 1.0 - 0.4 = 0.6 ha. 

Figure 4.3. lntercropping (A)ssibilitics for a young tree crop. 

should not be planted with an intercrop. Even if 
a reliable estimate of this area is available, the 
method provides no allowance for any competition 
between the two crops for light, soil moisture, soil 
nutrients, etc. Thus, the approach must be used 
with discretion. supplemented, when~ver possible, 
with local data on crop yields under intercropping. 

Mixed intercropping can be handled in one of ~wo 
ways in land-usc planning. First, the fact of mixed 
intercropping may be ignored. If 0.5 ha is to be 
planted with a mixture of maize and beans, it may 
suffice for planning purposes to treat this as, say, 
0.25 ha maize and 0.25 ha beans or some other pro
portionate sole-crop equivalents. If such an approach 
is not practicable, perhaps because of complemen
tarities between the two crop~ in, say, labour use, 
the second alternative is to define a new crop activ
ity as mixed maize and beans. The production 
characteristics, input use, etc. of this activity would 
then need to be specified as for single crop activities. 

IRRIGATION 

Irrigation is an important resource in whole-farm 
planning for many farms. As with other resources, 
there are two related aspects of the irrigation planning 
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problem - feasibility and profitability. The planner 
must establish, as conclusively as possible, that the 
farm irrigation resources are adequate to meet the 
demands imposed on them by the intended farm 
plan. He must also consider the profitability of the 
proposed utilization of the irrigation resources. 

In regard to the feasibility question, the essential 
concern is to try to establish that, for the contem
plated farm plan, irrigation supply is equal to (or 
greater than) irrigation requirement. However, in 
seeking to apply this test it is necessary to consider 
more than just the overall quantity of water. For 
example, it is necessary to consider the area of the 
farm that can be irrigated. Water may k available 
in abundance yet it may be impossible to irrigate 
some areas because of unsuitable topography, un
suitable soil type for irrigation or lack of an appro
priate water delivery and control system. 

Seasonality of water supply and requirements must 
also be considered. Rivers generally have periods of 
high and low discharge rates, and irrigation farming 
has to k adapted to the seasonal availability of 
water. On the demand side, the appropriate timings 
of watcrings will generally depend on the crops 
grown, planting dates, and perhaps on cultural prac
tices followed (e.g., direct sowing or transplanting). 
Similarly, in areas where crops are partly rain-led, 
seasonal differences in rainfall lead to seasonal vari
ations in supplementary irrigation needs. 

In the simplest case, farm planning for irrigation 
involves budgeting water demand for a given com
bination cf crop activities and comparing this esti
mated demand to the estimated supply from the lift 
pump, tubewcll, waterway system, etc. It is, of 
course, necessary to account for seasonality in o;uch 
calculations, as indicated above, and to allow for 
the fact that, with some watering methods, the min
imum amount of water that can be applied at any 
one occasion may be more than the optimal amount. 

Methods of water balance budgeting have been de
veloped (Thornthwaite and Mather, 1955; Flemming. 
1964; Baier and Robertson, 1966) which, if the nec
essary basic data are available, permit the irrigation 
water requirement for a given crop activity to t.e 
determined. A water balance calculation for the land 
preparation period only in Luzon, Philippines, is 
illustrated in Table 4.2. The data in this table are 
project-level averages and do not reveal the wide 
site-to-site variation that would have to be taken 
into account in planning individual farms. However, 
given such detailed data, a seasonal profile of total 
water needs can be found by adding up, on a seasonal 
basis, the calculated needs of all irrigated crop activ
ities in the farm plan. The total profile obtained 
can then be related to the seasonal pattern of water 
availability, as dictated by such factors as pump ca
pacity, flow in waterways, or institutional constraints 



Table 4.l MIAN VALUY OP WATIIII. IALANCB COMPONINTI 
POl THB LAND PRIPAIATION PUIOD, LUZON, 
PHILIPPINU, 1969·70 -

Item Plret-c:rop 
11111 

I 
I 

Seeond-crop 
IIIII 

(mm) (mm) 

Crop water requirement 500 171 
Evaporation 101101 223 198 
Drainap 417 339 

Total requirement 1140 708 
Le11 rainfall 289 182 

Irription requirement 851 526 

Source: Wickham (1973), 

Figure 4.4 shows a water requirement profile de
veloped for a rice production system planned for the 
Angat River Irrigation System, Bulacan, Philippines. 

Methods of budgeting wakr need using the soil
water balance are usually based on technical, rather 
than economic, considerations. For example, it is 
usual to assume that, so far as practicable, each 
crop should be watered as soon as the soil moisture 
falls to a level at which the crop begins to exhibit 
moisture stress. If the marginal cost of water is not 
zero, as is often the case, it will pay to trade off a 
saving in irrigation costs against some yield loss by 
reducin,g the amount or frequency of irrigation. Sim
ilarly, if water is limited, it will generally be prof
itable to trade off some reduction in yield per hect
are arising from a degree of crop moisture stress 

Water 
3 

requirement (m ) 

Hay June July Aug. 

for the opportunity to grow a greater area of irri
gated crop. Finding the optimal rate of water appli· 
cation in such situations is akin to planning the op· 
timal use of other inputs such as fertilizer. In 
principle, the methods of partial budgeting and anal· 
ysis of response, discussed in Chaptera S and 7, can 
be applied for all such planning problems. However, 
in the case of irrigation there is a dynamic dimension, 
not usually present for other inputs, i.e., the response 
of a crop to a particular application of water may 
depend on the amounts of water applied at earlier 
or later stages in the life of the crop. Methods of 
planning optimal water use recognizing the time
dependent nature of the response function have been 
developed (Flinn and Musgrave, 1967: Hall and 
Butcher, 1968; Mapp et al., 1975; Windsor and 
Chow, 1971). However, in many real farm situations 
there may be a relatively 'imall number of practi
cable alternatives to be considered, so that choice is 
simplified. For example, the choice may be between 
one, two or three applications of water to a given 
crop, and relatively simple budgets may reveal which 
is best. 

Considerations of reliability are often important 
in planning farm irrigation. Water supplies obtained 
from the natural flow of streams, or by impounding 
water in dams. tanks or paddies, will vary from year 
to year. The supply of pumped water may be un
certain, for example, if power supplies for the pump 
arc not assured. In areas where water is distributed 
via a canal system, farmers on the network distant 
from the source may find themselves short of water 
if total water available is less than required or if the 

Sept. 
Month 

Oct. Nov. Dec. Jan. 

Figure 4.4. Fann irrigation water requirement, Apt River Irrigation System, Bulacan, Philippines (Julian, 1973). 
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allocation procedures are inappropriate or incorrectly 
applied. On the demand side, if irrigation is a sup· 
plement to rainfall, the amount of water needed 
will be uncertain, depending on variable rainfall. 

In some areas. too much water can be as much a 
problem as too little. Inadequate flood control mea
sures, poor drainage or poor layout of paddies, etc. 
can result in water that is too deep or too slow to 
drain away for optimal crop production. Improved, 
short-strawed varieties of paddy, for example, may 
be risky to grow in areas where there is poor control 
of water depth during flood irrigation. 

Irrigation planning which takes account of the 
relhtl:.ility of supply or variability of demand is much 
more difficult than plannir.g in a more certain en
vironment. The methods of accounting for risk, 
described in Chapter 8, are appropriate. For the 
moment it is sufficient to note that accounting for 
risk will generally lead to a somewhat less intensive 
use of irrigation, since the penalties incurred when 
water supplies fall short of needs arc generally quite 
severe. For this reason, a practical approach to ir
rigation planning under risk is to plan using con
servative estimates of water availability and needs. 
Thus, one might base plans on a "dry" year, rather 
than on an "average" year. By this means, the 
chance of a serious shortfall in irrigation water sup
plies can be reduced to an arbitrarily low level. 

LABOUR 

As with other resources, the primary objective in 
labour planning is to establish that the supply of 
latAJur available to the farm will be at least equal to 
the demands imposed by a given farm plan. If a 
labour surplus is found, planning may then centre 
on finding further productive employment opportu
nities. On the other hand, a labour shortage signals 
a need to plan an optimal strategy for making good 
the deficit. 

Effective labour planning hinges on choice of a 
unit (or units) of measurement whereby the labour 
requirement of a particular farm plan can be assessed 
in relation to the potentia~ supply of labour provided 
by the farmer and his family, together with any 
employed labour. For most purposes, the use of la
bour hour or labour day units has been found sat· 
isfactory. It is usual to assume, regardless of actual 
work habits, that eight labour hours are equal to 
one labour day. The limitations of such a unit of 
measurement, however, are apparent. Workers vary 
in skill, strength and application while jobs to he 
done in farm production also vary in the demands 
they impose on workers. The practice is sometimes 

· adopted of measuring labour on a man-hour or man
day equivalent, applying conversion factors of, say, 
0.8 and 0.5 to labour time supplied by women and 
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children respectively. The weakness of this approach, 
however, is that for some tasks a woman or child 
might be at least as effective as a man and it would 
only be for tasks involving physical strength or 
endurance that such conversion factors would apply. 
In other words, conversion factors strictly need to 
be worked out on a task by task basis, and this is 
not always practicable. If it is not, it may be reason
able to assume that workers will ordinarily be as
signed to jobs either on a conventional basis or 
according to what work they do test. It is then 
reasonable to use a single uniform measure for 
labour measurement. 

Special attention must be paid to cases in which 
cultural or other constraints dictate that only certain 
workers can perform particular tasks. In such cases 
it is necessary to consider not only overall labour 
utilization but also the supply of and demands on 
particular labour categorks. Thus, if the custom is 
that females transplant rice and if it is taboo for 
males to assist with this work, the rice area may 
well be constrained by the available female labour 
force. Similarly, if, because of the strenuous nature 
of the work, land preparation must be done by men, 
the time of adult males may need to be accounted 
for separately. 

La hour needs for a particular crop or livestock 
activity can be established knowing the sequence of 
tasks to be performed and the labour needed for 
each task. Such data are usually collected by field 
survey involving either regular recording or time 
studies. With such information, seasonal labour pro· 
files can be constructed for defined farm activities. 
The data on labour utilization for the sweet potato 
activity, presented in Table 4.1, are of the form 
needed to construct such a profile. A further example, 
developed from a survey of about 50 paddy rice farms 
in Taiwan province. China. is shown in Table 4.3. 

Seasonal labour profiles are tased on division of 
the year into planning periods that may be chosen 
either conventionally, such as calendar months, or to 
correspond with the bioiogical timetable of oper
ations. Although conventional planning periods are 
often used, the latter approach is generally to be 
preferred. For example, if planting of a major crop 
must ordinarily be completed between early February 
and mid-March, it would clearly te appropriate to 
adopt these dates as the limits of a labour planning 
period, rather than to use calendar months. When 
using labour charts, as described below, the need to 
define specific planning periods is avoided. 

Once seasonal labour needs for all the activities to 
be included in a particular farm plan have been 
estimated, attention must he directed to estimating 
labour supply. In principle, this is quite straight
forward. The total labour time available in any 
period is found by adding for each available worker 



Table 4.3 PADDY IUCI FW.D-OPIRATINO SCHIDULIS IN TAIWAN PROVINCE, ClnNA 

Operation Men In team Daya Man· Stnrt1n11 day Farms usln11 referred to hrs/ha • practice 

1. First plouahins 
2. Application of manure 
3. Harrowing and puddling 
4. Transplanting 
s. 1st additional fertilizer 

lst cultivation 
6. :Znd additional fertilizer 

2nd cultivation 
7. lst disease control 
8. 3rd additional fertilizer 

Jrd cultivation 
9. Removing barnyard grass 

10. 2nd disease control 
11. Harvesting 
12. Cleaning, drying ar.d transporting 

Source: Chen-Chang (1963). 
• Based on 10 hours per day per man. 

the time he or she can allocate to farm work in that 
period. In practice, however, while it is usually easy 
to determine the number of workers available, esti
mating the labour time of each can present some 
difficulties. 

Since most farming operations cannot be performed 
in the dark, available working time is first of all 
constrained to the daylight hours. Further deductions 
must be made for personal needs such as mealtimes, 
rest and recreation. Time may need to be deducted 
for social activities, such as festivals, weddings and 
funerals, and visits to relatives. etc. Allowance may 
have to be made for other work such as domestic 
tasks, work for the village, local government agency 
or church and, in the case of schoolchildren. for 
school work. Commonly. some time is lost through 
illness, although obviously budgeting for this in ad
vance is difficult. 

Once available worlcing times have been estimated. 
it may be necessary to make further deductions to 
account for environmental constraints on lahour use. 
Many jobs require suitable weather conditions, so 
that a deduction must usually be made for had 
weather. The extent of such deductions will usually 
vary from one season to another and may also be 
related to the kind of work to be done. For example, 
harvesting usually requires dry weather, while planting 
might be possible in both wet and dry conditions. 
Relatedly, some jobs require suitable crop or soil 
conditions before they can be undertaken. For ex
ample, ploughing may be possible only within a 
certain soil moisture range, and grain may be put 
into store only when it is dry enough. 

1 
2 
I 
7 
I 
s 
l 
4 
I 
1 
4 
2 
1 
8 
2 
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transplantlnll 

I % 

4.4 44 : -25 100 
2.2 44 -16 20 

14 140 -14 100 
1.7 119 0 100 
1.3 13 } 10 S2 
1.7 85 
1.3 13 } 22 63 2 80 
1.2 12 30 91 
1.3 13 } 35 54 
2.1 84 
1.5 30 Cult. season 91 
1.3 13 so 83 
2.9 232 100 100 
s 100 103 100 

It should be evident from the above that estimating 
labour availability is not simple. Moreover, because 
the factors discussed above vary according to cir
cumstances, no generally applicable standards can be 
provided. Estimates must therefore lie made for 
each location, type of farming, etc. It is, however, 
worth noting that in village societies where the 
distinction between work and leisure is often some
what blurred. it is easy to overestimate the time 
that people can allocate to farm work. 

Once the data for both sides of the labour planning 
relationship have been assembled. it is a relatively 
straightforward task to construct a budget of seasonal 
labour requirements compared with availatility. Such 
a budget can be constructed in the form of a table, 
with a column for each labour period. Requirements 
in each period are obtained by multiplying the e-sti
mated per unit labour needs of each farm activity 
by the scale of that activity, followed by addition 
of the products. Comparison with the labour supply 
in each period will reveal the extent of any labour 
surplus or deficit. Figure 4.5 indicates in diagram
matic form the results of such a labour budget. 

If the labour budget reveals a deficit of labour in 
some period or periods, it must be established whether 
casual or contract labour can be hired to the extent 
required to make good the shortage. Alternatively, 
the farm plan might be modified to reduce the la
bour requirement by including less of the labour in
tensive activity or activities. Partial budgeting (see 
Chapter 5) could be used to establish which alter
native would be the more profitable. 

In a related manner, a labour surplus might in-



eoo Llhour 
hc1.1re 

600 

200 

o~L---LL--~~--~L---~--~~--~---
Juna Aug Cc:-t De~ Feb 

-Ha:: 

JA~y: 

-J•Jly -Sept .. t«J.y -J!n 

~ Groundfoo1b other than )'&aa 

liiiill CoconuU 

Figure 4.5. Family labour supply and seasonal labour 
demand on a Tongan farm (Hardaker, 1975, p. 217). 

dicate an opportunity to change to a more labour in
tensive farm plan, if this is judged desirable, or for 
some members of the farm work-force to find off
farm employment. 

An alternative, more ftexjble way of constructing 
a seasonal labour budget is by means of a labour 
chart. This is a figure with a calendar of working 
days recorded on the horizontal axis and with 
number of workers recorded on the vertical axis. An 
example is shown in Figure 4.6. Note that the 
numbers of working days on the horizontal axis are 
net of all lost time. The labour chart is completed, 
as illustrated in the example, by marking the number 
of workers assigned to each task and the duration 
of that task. A direct visual assessment can then 
be made of the adequacy of the labour supply avail
al-Ae at any particular point in time in relation to 
needs at that time. 

Labour charts of the type illustrated in Figure 4.6 
have two main advantages over the tabular layout of 
labour budgets. First, the need to divide the year 
into discrete planning periods is avoided. Each task 
is represented on the chart in the period during which 
it is performed. Second, if some tasks 9emand teams 
of two or more workers. the chart will reveal the 
feasibility or otherwise of the plan in terms of the 
number of workers available, rather than solely in 
terms of total labour time, as with tabular budgets 
(Hardaker, 1967). 

DRAUGHT ANIMALS AND MACHINERY 

In some circumstances farm plans may be con· 
strained by the availability of draught animals or 
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particular items of machinery or equipment, such as 
tractors, ploughs, harvesters or stores. Methods of 
planning the use of such constraining resources are 
exactly parallel to the methods described above for 
labour budgeting, i.e., the demands on the resource 
for a given farm plan must be estimated and 
matched against the estimated supply. For draught 
animal,s and items of field equipment, demand and 
supply ~n be measured in hours. while for such 
items as grain stores or livestock pens, other units 
of capacity, such as volume or floor area, will be 
appropriate. Again, as for labour budgeting, sea· 
sonality may need to be considered, and if surplus 
or deficit capacity is identified, partial budgeting pro
cedures may be applied to determine what adjust
ments to the farm plan might profitably be made. 

LIVESTOCK FEED 

On livestock farms, two related planning problems 
must be resolved simultaneously. It is necessary to 
decide what number of the different classes of live
stock should be kept, and it is also necessary to 
decide what steps should be taken to provide feed for 
the stock. The latter question involves such issues 
as what fodder crops to grow. what feed conservation 
measures to adopt and what feed supplies to buy. 

As with other resources, livestock feed budgeling 
involves matching supply and demand, again ac
counting for seasonality as appropriate. The dif
ference in this case is that supply may not usually 
be regarded as fixed. Both feed requirements and 
feed availability depend on the levels of activities in 
the farm plan. Thus, for example, a feed deficit can 
be made good either by reducing the level of some 
livestock activity, or by increasing the level of some 
feed producing activity. However, bearing this dis
tinction in mind, the same budgeting procedures can 
be applied in feed budgeting as in budgeting otht:r 
resources. 

A number of alternatives exist in the choice of 
units of measurement for feed budgeting. For grazing 
livestock. when the range of options in regard to feed 
soqrces is limited, planning can be based on phys
ical quantities of the main feedstuffs, i.e., hectares of 
grazing, tons of hay. etc. However, if alternative 
feeding regimes are to be r.onsidered, some common 
unit of measurement is needed. Unfortunately, nu
tritional requirements of livestock are complex, in
volving several different nutrients, so that no one unit 
can be wholly satisfactory. Nevertheless, experience 
shows that adequate feed budgets can generally be 
constructed using metabolizable energy (ME) as the 
common denominator. Feeding standards are avail
able from which the ME requirements of stock can 
be calculated (Rickards and Passmore. 1971; ARC, 
1975). These standards attempt to take account of 
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Figure 4.6. An example of a labour chart for a mixed cropping farm (Wallace and Burr, 1963). 

the size of the animals, their rate of growth, level of 
production, etc. Similarly. published data are avail
able giving the ME content of commonly available 
stock feeds. Applying such data to information on 
the yields of grazed crops or quantities of feed 
provided allows the !'.IE supply to be calculated to a 
generally adequate level of approximation. 

Because units of energy such as calories or joules 
are not familiar to farmers and their advisers, it is 
sometimes found convenient to convert ME measures 
into "stock equivalents". For example, a cow equiv
alent would be the amount of ME required by a 
cow at a defined level of production over a given 
period. The type of animal chosen as the basis of 
the stock equivalent system can be varied according 
to the predominating class ')f stock in a regioo. The 
system facilitates use of estimates of stock carrying 
capacities of pastures and fodder crops expressed in 
animals per unit area, e.g., 6 cows/ha. 

With livestock such as pigs and poultry, when the 
animals are kept under an intensive system and are 
not permitted to forage. feed requirements cannot 
be adequately represented in terms of ME alone. 
Other nutrients, such as essential amino acids. min
erals and vitamins, must also be considered. Rec
ommended standards for the provision of these nu-
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trients are available (e.g., ARC, 1975} and the 
planning task becomes one of selecting a mixture of 
ingredients from the range available so as to meet 
the recommendations at least cost. While trial-and
error budgeting methods can l:lc used for this purpose, 
the problem of selecting least-cost diets is well suited 
to solution by linear programming (LP). The use 
of LP for farm planning is discussed briefly later 
in this chapter. For a discussion of the application 
of the method to least-cost diet formulation, see 
Dent and Casey (1964). 

WORKING CAPITAL Al\1> CREDIT 

As agriculture is transformed from a subsistence 
to a commercial orientation, capital constraints tend 
to become increasingly important. Planning in this 
regard relates to the seasonal patterns of cash pay
ments and receipts. It is necessary to establish that 
cash will be available as and when required for 
family living expenses and to purchase the inputs 
required for the implementation of a given farm plan. 
If payments cannot be met from the farmer's pre
vious income, credit will be needed. Planning then 
involves establishing that credit needs are within the 
borrowing limits imposed by lenders or by the 

I 



Table 4.4 ExAMPLB OF A SHOR'l'-TERM CASH FLOW BUDGET 

Periud 
Item 

I I I I I Feb-Mar Apr-May June-Jiy Aug-Sept Oct-Nov Dec-Jan 

($) 

Receipts 

Banana sales 2S6 ISS 116 139 221 279 
Cassava sales - - - 117 212 128 
Copra saies 11 6 16 27 24 21 ----

Total receipts (A) 267 161 132 283 457 428 

Payments 

Fertilizers 36 - 24 - 24 -
Sprays 12 12 12 12 12 12 
Contract services 16 5 - - 10 -
Paid labour 180 48 - - 23 35 -----

Tutal payments (8) 244 65 36 12 69 47 --
farm net cash flow ( .'\-8) 23 96 96 271 388 381 

Less household payments !06 106 113 93 97 135 
Surplus ( +) or deficit (-) -83 -10 -17 +178 +291 +246 

------

Finance budget 

Opening balance 0 
Less interest accrued 0 
Less deficit brcught down -83 

Subtotal -83 
Plus surplus brought down 0 

Closing loan balance -!13 

-

farmer's own attitude to debt, and that interest and 
principal payments on borrowings can be met from 
projected income flows. 

The main planning tool used to account for capital 
and credit constraints is the cash flow budget. This 
is a statement of projected payments and receipts 
associated with a particular farm plan. It is normally 
constructed on a period by period basis with cash 
balance being accumulated over the whole period of 
the budget. The planning horizon used and the 
length of the periods cousidered within that horizon 
vary according to the purpose of the budgetary 
analysis. 

Short-term cash flow budgets are normally con
structed over a twelve-month planning horizon with 
the intermediate cash balance computed at monthly 
or bimonthly intervals. Such budgets are useful 
for analysing the seasonal use of cash and credit. An 
example of a short-term cash How budget on a bi
monthly-period basis is provided in Table 4.4. As 
the table shows, net cash surplus or deficit is cal
culated for each period. Then, in this case, since 
borrowing is necessary, the cash surplus is transferred 

-83 
-2 

-10 

-95 
0 

-95 
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-95 -114 +62 +353 
-2 -2 0 0 

-17 0 0 0 

-114 -116 +62 +353 
0 + 178 291 +246 

-114 +62 +353 +599 
I 

to a finance budget, wherein the level of indebtedness 
is computed on a period by period basis. 

Medium-term cash flow budgets are constructed 
in an exactly similar format to short-term budgets, 
but normally extend over a planning horizon of 
about three or four years, with divisions into perhaps 
quarterly or half-yearly periods. Medium-term l'oud
gets are appropriate when some change in fa,rm or
ganization or method which will take a few years 
to be fully implemented is contemplated. Such bud
gets are also relevant when a farm loan is advanced 
that will be repaid over the period of a few years. 

Long-term cash flow budgers relate to a planning 
horizon of about ten years or more. Again, the bud
get format is as for short-term budgets, with totals 
being accumulated for annual periods. The main 
role of long-term cash How budgets is in planning 
farm development, as described in Section 4.7 below. 

FAMILY FOOD NEEDS 

Small farms are generaHy (but not universally) 
characterized by a strong subsistence orientation. 



Commonly, a significant proportion of family food 
needs is produced on the farm. Thus the general 
level of health and wdfare of the members of the 
farm family may be strongly dependent on the degree 
of success achieved in farm food production. Often, 
rural development programmes, of which farm man
agement studies may form a part, have among their 
objectives the goal of raising the standard of nutritior 
of rural people. For these kinds of reasons, any 
farm management analysis dealing with small farms 
needs to give very careful consideration to the na
ture and extent of crop and livestock production for 
domestic use. 

In principle, the nutritio11al aspects of planning 
family food neeJs are very similar to the consider
ations discussed above in relation to planning feed 
supplies for farm animals, and the same planning 
methods can be used. Thus it might lie possible to 
specify family food needs either directly. in terms 
of so many tons of rice. kilograms of beans, 
litres of milk, etc. Alternatively, food needs rna~· 
be specified indirectly using recommended nutritl~;nal 
standards (Passmore et a!., 1974). Family food ir. 
take can then be planned using the quantities of. lhc 
different foodstuffs consumed and the compos;!;,~!", 

of each in terms of essential nutrients. In ;-·~r

forming such calculations it is, of course, necessary 
to consider losses of nutrients iu storage, preparil.t;on 
and cooking. It may also be necessary to consider 
the distribution of foods among the members of 
the household. For example, young children r:c-ed 
diets with a higher protein content than adults and 
the fact that there is enough protein available in 
aggregate for all members of the household does not 
necessarily ensure the allocalion of enough high 
protein foods to the children. A progn~mme of nu
tritional education may be an essential co-requisite 
of any scheme to irr.prove the availability and qual
ity of food supplies to farm families. 

An important difference between planning human 
nutrition and planning animal nutrition is that for 
people it is necessary to take account of dietary 
preferences and customs. For example. if rice is the 
strongly preferred staple, a farm plan based on 
wheat as th(' main energy source will not be ac
ceptable. Similarly, most people look for a degree 
of diversity in their meals, SCI that this ao;pect must 
also be allowed for in planning. Some degree nf 
diversity of diets may be achieved by the purch:!'ie 
of certain food items that it is not possible or 
profitable to produce on the farm. In relatively few 
parts of the world do sma.ll farmers nowadays achieve 
total self-sufficiency in foodstuffs. Thus in cv:1luating 
the adequacy of a given farm plan in terms of its 
capacity to meet family food needs, it will usually 
be necessary to also consider the availability of cash 
for food purchases. This aspect has already been 

62 

reviewed above in relation to working capital and 
credit constraints. 

INSTITUTIONAl, SOCIAl, CUlTURAl 

AND PERSONAL CGNSTRAINfS 

Planning constraints falling into this class are so 
varied that it is difficult to say much that is spe
cific about them. 

Institutional constraints include such things as pro
duction or marketing quotas, which must ol:lviously 
be taken into account in farm planning. Similarly, 
there may be institutional rcst;ictions ou the avail
ability of certain inputs such as fertilizer. which again 
will have an important impact on planning. In cir
cumstances where a farmer or group of farmers is 
supplying a very small market, there may be no 
quota limiting sales, but the price received may 
depend upon the amount of production marketed. 
Planning must then account for the change in price 
tc, be e:-..pectcct a:; t'K volume sold is varied. Because 
',f n" ·stirnational difficlllli·~s involved, it is fortu
:lat..-: t: :1t such sitl.!a'ions art: rarely encountered in 
ll!all fdrm::'g. 

Sochl, cu.lturai and personal cons~raints are usually 
less clearl) defined _ ··1n are in5.titutiona1 constraints. 
G1 oup pressures, cultural or rcli~ious taboos or obli
gations. and the personal attributes. beliefs and pref
erences of the farm decision maker can all have 
important influences on choice of farm organization 
3r.d production methods. In so far as farm planning 
is concerned with change, some confrontation with 
traditional views about farming is almost inevitable. 
The difficult task that the planner faces is to decide 
which of the constraints in this class can be ignored 
and which must be accommodated. It is almost a 
truism that, if all existing constraints, real or imag
ined, are accepted in farm planning, the best plan 
that can be found will be no different from the 
existing one. Progress can be made in planning only 
if the means can be found of convincing farmers 
that factors that have until now inhibited change can 
be circumvented or overcome. On the other hand, 
farm plans, however technically and economically 
sound. that require radical reform of the existing 
system may well be totaily unacceptable to the 
farmers who are expected to adopt them. 

The key to the solution of the planner's dilemma 
described above lies, first, in a careful analysis of 
all relevant aspects of the farming system, followed 
by an education programme. By car:;ful collection 
and analysis of data, the planner must initially sat
isfy himself that an improve{! system can be de
veloped that is feasible and that will raise the stan
dard of living of the farm family. Then, working 
either directly with his client farmer, or through 
the extension service, he must convince the farmers 



of the pr<~c::ticability and advantages of the proposed 
changes. However, the planner must always keep 
it in mind that, ultimately, the decision to change, 
or not to change, rests with the farmer. It is farmers 
and their families, not the planner, who must bear 
the consequences of any decisions. Hence, nobody 
else can, or should, make such decisions for them. 

4.5 Farm programming and systems simulation 

The so-called "programming approach" to farm 
planning is directed toward the selection and com
bination of crop and livestock activities into a farm 
plan that is at once optimal. in the sense that it maxi
mizes a defined objective, and also is consistent with 
the relevant constraints of the kinds discussed in 
the preceding pages. The objective usually consid
ered is total gross margin (TGM). The programming 
approach constitutes a particular type of farm system 
simulation which. however, may also be conducted 
in other ways. 

A number of methods have b:en developed to 
implement the programming approach. They can 
be classified according to lheir dcg1 ,"~ of formality. 
At one end of the scale lie the almost :·holly in
tuitive gross margin budgeting methods, while al the 
other extreme are the computer-based methods such 
as linear programming. Various simplified pro
gramming approaches are located in the middle. 
combining formal rules with a large clement of 
judgement. Simplified programming provides a con
venient vehicle to illustrate the programming ap
proach. 

SI:'v!PLIFJED PROGRAMMING 

Simplified programming (sP). also called pro
gramme planning, is a method of selecting a farm 

plan in which the required calculations are per
formed by hand (perhaps with the aid of a calcu
lator). For this reason, the application of the method 
is confined to relatively simple planning problems, 
involving only a few activities and constraints. If 
the real planning problem involves many activities 
and constraints, as is usually the case, the planner 
must use his judgement to eliminate all hut a few 
of the activities and to restrict the constraints to be 
considered to a few crucial ones. If this involves 
too great an abridgement of reality, SP may have 
to give way to the computer-based technique of linear 
programming to be described la 1er. 

In SP, the activities are selected and incorporated 
into trial farm plans according to certain ruies. 
There arc several variants of th·! method involving 
different rules (see, e.g., \Iarke, 1962: McFarquhar, 
1962; Weathers, 1964; Rickards and McConnell. 
1967). None of the rules ordinarily used can be 
guaranteed to yield a plan that is optimal in the 
strict sense of earning the highest possible TGM. It 
follows that all sr methods require the planner to 
apply the selection rules with judgement, varying 
them as seems desirable. 

The starting point for the application of SP is an 
initial table showing the activities to b~ considered, 
the gross margins per unit of these activities, the 
resource constraints to be accounted for, and the 
demands placed on these resources per unit level of 
each activity. Activity maxima and'or minima will 
also be noted. An initial table for an example 
problem is illustrated in Table 4.5. 

Table 4.5 comprises the ini!ial table for a 30 ha 
mixed cropping farm. The activities considered are 
cotton, tomatoes. beans, wheQt, h~rley and rye. 
Constraints arc land, rotational constraints restricting 
cereals (i.e .• wheat, barley and rye) to 22.5 ha and 
wheat to 15 ha. and labour in five seasonal periods. 
Cotton is limited to 3 ha by a production quota :!nd 

Table 4.5 INITIAL TABLE FOR SIMPLIFlEO PROGRAMMING EXAMPLE • 

Labour 
Activity Gross Land Cereal Ma\imum artivity lc\"cl milr)lin limit I I I I [ II HI IV v 

($/ha) (htt) (ha) (man-days) 

Cotton 450 I - IS 4 I~ - 35 Quota: 3.0 ha 
Tomatoes 540 I -- 4 3Q ~ ~-~- IS Labour II: 3.0 ha 
Beans 160 I - I !1 6~ 3~ - Market: 6.0 Ita 
Wheat 320 I I I~ I -- 2 4 Rotation: 15.0 ha 
Barley 230 1 I 2~ I - 2 3 Cereal limit: 22.5 ha 
Rye 200 I I 2~ 1 - 2~ 3 Cereal limit: 22.5 ha 

Available 

I I resource: 30.0 22.5 134 116 100 124 156 

• The data shown are imaginary. 
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tomatoes and beans are limited by restricted local 
markets to 4 ha and 5 ha respectively. The bottom 
line of the table shows the amounts available of land 
and labour in the five periods, while th,. rnlumns 
above these resource supplies show the requirement 
of each resource type per hectare of each ~ . .:tivity. 

The first step in the particular SP method to be 
illustrated is to determine the maximum feasible 
level for each activity. These maxima are shown 
on the righ-hand side of the table. The values shown 
are determined for each activity as the minimum of 
the individual activity limit and the most limiting 
resource constraint for that activity. For example, 
ir. the case of tomatoes, the marketing limit is 4 ha 
but the activity is limited by the labour constnint 
i11 period II to 116/39 :::::: 3.0 ha. The latter therefore 
becomes the effective maximum for the tomato activ
ity. The sources of the maxima for the other activ
ities are reasonably obvious. 

The next step in the SP method is an important 
one since it can lead to a considerable saving in 
arithmetic. The activities and constraints should 
be examined to sec whether any can be eliminated. 
For example, study of Table 4.5 reveals that barley 
will always be preferred to rye since it has a higher 
gross margin per hectare and imposes the same or 
smaller demands on farm resources. Thus, rye is 
"dominated" by barley and can safely be omitted 
from further consideration. 

In a somewhat similar manner. it can be shown 
that some of the constraints can be dropped. For 
example, in labour period I. the maximum possible 
utilization of labour can be calculated by selecting 
the most labour-demanding nctivities in turn to their 
maximum levels. The period I labour required under 
such an extreme farm plan is calculated as: cotton, 
3 X 15 man-days; plus tomatoes, 3 X 4 man-days: 
plus barley, 22.5 x 2!,i man-days: plus beans. 
1 ~,2 X I man-days; or under 115 man-days in total. 
compared with 134 man-days available. In other 
words, labour in period I can never be limiting :md 
the constraint is redundant. Similar considerations 
reveal that the labour constraints in periods HI and 
IV arc also redundant. 

The next step in the SP method is to rank the 
undominated activities according to the gross margin 
of each per unit requirement of'cach resource. The 
purpose of this ranking is to provide a basis for 
subsequent selection of activities during the planning 
phase. The ranks for the reduced example problem 
arc shown in Table 4.6. Thus, tomatoes exhibit the 
highest gross margin per hectare and so are ranked 
first in relation to this resource, followed by cotton, 
and so on. In regard to the labour constraints, gross 
margins per man-day are foud by dividing the 
gross margins per hectare by the corresponding 
man-day labour requirements per hectare. 
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Table 4.6 TABLE OF RANKED GROSS MARGINS PER UNJT 
RBSOURCE RI!QUIRitMENJ'S IN SIMPLlFII!.D PRO
GRAMMING EXAMPLE 

Gross rnaraln per unit • 

Activity 
Land Cereal I Labour II I Labour V limit 

(SJ 

Cotton 450(2) oo'(l=) 113 (4) 
T, ·nntocs 
Beans 
Wheat 
Barley 

540 (I) 
160(5) 
320 (3) 
230(4) 

""(I=) 
""(1=) 
320 (2) 
230 (S) 

• Ranking is slnn in parcnthesr~. 
" Infinity. 

14 (S) 
320(1=) 
320(1=) 
230 (3) 

13 (S) 
36 (4) 
01:' (I) 

80(2) 
77 (3) 

Activity selection is now carried out by choosing 
one of the resources as a key constraint. Activities 
are then selected and inciuded in the trial plan 
according to the rank of their gross margin per unit 
of this constraint. It does not matter very much 
whether the resource initially selected as a key 
constraint is in fact limiting. since subsequent ··anal
ysis will reveal whether or not this is so. Moreover, 
it is unusual for there to be only one limiting re
source. so that it is sensible to repeat the activity 
selection procedure using different assumptions about 
which constraint may be regarded as the key one. 

In our example, we will begin by assuming that 
land is the key limiting constraint. Table 4.6 shows 
that tomatoes arc ranked first in regard to land pro
ductivity. This aclivity is therefore incorporated 
into the trial farm plan to thr maximum extent pos
sible. i.e .. 3.0 ha. The effects of this selection on the 
TGM and on the resource balances are calculated in 
Section A of Table 4.7. Inspection of the table after 
inclusion of tomatoes into the first trial plan shows 
that all the period II labour is used up. (In fact, 
there is a small deficit of I man-day.) As can be 
seen from Table 4.5. there io; no activity with zero 
labour needs in period II, so that further selections 
are not possible. The trial plan including only to
matoes is designated "Plan A" in Table 4.7. 

The activity selection procedure can now be re
peated using a different constraint as the basis of 
selection. Since labour in period II proved limiting 
in Plan A. selection according to this constraint 
seems sensible. Table 4.6 shows that beans and 
wheat tic for first place in 1crms of gross margin per 
man-day of pericd II labour. Both activities can 
te incorporated into the second trial plan to their 
maximum levels. Section B of Table 4.7 shows that 
no constraints are yet limiting, and activity selection 
can proceed down the list to the third-ranked activ
ity which is barley. Barley can be included in the 



Table 4.7 ACTIVIlY SBLECTil'N FOR SIMPLIFIED PROGRAMMING 
I!XAMPLB 

($) (ha) (ha) (man- (man-
d:zys) days) 

A. Select by OM/ha 30.0 22.5 116 156 
I. Tomatoes to Ia-

hour II 
limit: 3.0 ha t 620 3.0 0.0 117 45 -- --------

PLAN A 1620 27.0 22.5 -1 Ill ---- --- --·· 

B. Select by GM/man-
day of labour II 30.0 22.5 116 156 
1. Wheat to rota-

tion 
limit: 15.0 ha 4800 15.0 15.0 IS 60 

-- -- ----- -·-- --
4 800 15.0 1.5 101 % 

2. Beans to mar-
ket 
limit: 6.0 ha 960 6.0 0.0 3 0 -- -- --- ---- ---

5 760 9.0 1.5 98 96 
3. Barley to cereal 

limit: 1.5 ha I 725 1.5 7.5 1.5 22.5 
--- -- --- -- ---
7 485 1.5 0.0 90.5 73.5 

4. Cotton to land 
limit: 1.5 ha 675 1..5 0.0 6.0 52.5 

---- -- --- --
PLAN B 8 160 0.0 0.0 84.5 21.{.1 

trial plan to the limit of the c.-::real cropping constraint, 
leaving enough of the other resources to permit 1.5 ha 
of cotton, which is next in rank order, to be included. 
The result is Plan B in which all the land is used 
and the cereal cropping limit reached, but with 
surplus labour remaining in periods II and V. 

Further trial plans could be developed selecting 
on ihe basis of gross margins per unit of the cereal 
limit or of labour in period V. However, period V 
labour has not froved limiting in the analyses so 
far. so that it seems uniikely that selecting on this 
basis will be very rewarding. The cereal limit is 
only relevant for wheat and barley and Plan B al
ready includes both these crops, with priority having 
been given to wheat which h ranked the higher of 
the two in terms of the cereal constraint. For these 
reasons, further selections based on returns to the 
other constraints do not seem to be appropriate. 

Of the two plans so far developed, Plan B with a 
TGM of $8 160 is clearly superior to Plan A which 
has a TGM of only $1620. However, before Plan B 
is accepted as the best that can be found, it is nec
essary to review the opportunities for substitution 
of activities at the margin of this plan. Land and 
the cereal limit are the two constraints that are oper-
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ational in Plan B. Table 4.6 shows that tomatoes 
rank first in terms of return to these two constraints. 
The activity in Plan B ranked lowest in regard to the 
same two constraints is beans. and it is evident that 
more profit could be made by reducing the area 
committed to beans, substituting tomatoes. The 
extent of the possible substitution is restricted to 
1.5 ha, at which stage all available labour in period 
V would be used up. The effects of making this 
substitution are shown in Table 4.8 in the shape of 
Plan C. 

By similar reasoning to that used io justify re
placing t.eans with tomatoes. it can be shown that 
Plan C can also be improved by substituting tomatoes 
for cotton. Substitution to the extent of 0.75 ha is 
possible, when period II labour becomes limiting. The 
result is Plan D. showing a TGM of $8 797, and 
comprising: 

ha 
Wheat 15.0 
Beans 4.5 
Barley 7.5 
Cotton 0.75 
Tomatoes 2.25 

Total 30.00 

While Plan D cannot be said to be optimal (and in 
fact is not), there are no obvious opportunities for 
furthci marginal substitution of activities to increase 
the TGM. This plan is therefore adopted as the 
end-point of the SP procedure. 

Table 4.8 MARGIN.~L SUBSTITUTIO~ IN 1HE s;MPLIFIED PRo
GMMMl:'IIG EJUMPLE 

I c,•. 
Labour I La..,our Subslilution TGM 1 Land n~al II V 

I limil 
I 
I 

(I) (ha) 

""l"""" 
(man-

days) days) 

PLAN B 8160 0.0 - 84.5 21.0 

Remove 1.5 ha beans: 

(4.5 ha r.::maining) -240 + t. 5- 1 _ _:::_::_ +0.8 0.0 
-----

7920 + 1.5 -·- 85.3 2l.O 
Add 1.5 ha tomatoes +810 -1.5 - 59.5 2l.S 

·--- ---·-·-
-__ ~--2~.~ ----

PLAN C 8 730 0.0 -1.5 
----- --

Remove 0.75 ha cotton: I 
(0. 75 ha remaining) -338 +0.75 - : +3.0 + 105 

8 392 
-- ··I-· -- ·--

103.5 
Add 0.75 ha tomatoes 

0.751 - 28.8 

(total 2.25 ha) 405 0.751 - 29.3 11.3 --- -- --- ---
PLAN D 8 797 0.001 - -0.5 92.2 



As already noted, the particular SP procedure 
described and illustrated above is but one of many 
variants of the method. For exanlple, the criterion 
used to select the activity to be included in the trial 
plan at any stage may be varied. Or.e alternative is 
to select not the activity showing the highest gross 
margin per unit of a key constraint, but rather the 
activity which, when included in the trial plan, 
yields the greatest absolute increment in TGM. 

Other variants of the SP method place more em
phasis on intuitive procedures, with the planner using 
his judgement about the order of selection of activi
ties. and also about the ell:tent to which a particular 
activity should be introduced into the plan. 

A particularly simple version ()f SP is known as 
gross margins planning. In this wethod, activity se
lection proceeds on the basis of one key constraint. 
usually land. However, the feasibility of the plan in 
terms of other constraints is evaluated only subjec
tively as the plan is developed. Thus, resource bal
ances for these other constraints are not calculated 
at each stage. However. when a tentative farm plan 
has \:,ten arrived at, its feasibility in terms of other 
constraints may be -:hecked by doing the necessary 
extra calculations. If the plan proves not to be practi
cable. it would then be modified as necessary. 

One advantage of SP, compared with some other 
programming methods. discussed below. is that no 
computer is required. Moreover, within the limita
tions of the small numbers of activities and con
straints that can be considered. the method can 
usually be guaranteed to give a plan that is at least 
close to the optimum. Formal rules are available 
to guide the inexperienced planner, while the more 
skilled analyst can us<.: his judgement to ensure that a 
satisfactory plan is quickly determined. 

The disadvantages of the SP method are that it is 
relatively time-r,msuming t0 rerform all the required 
calculations, while ·- at le~st in theory - the plan 
obtained may be far fmm the true optimum. Be
cause of the tedious arithme<ic involved, the num
bers of activities and constraints that can be accom
modated are strictly limited. In consequence, the 
sr planning model may be a very poor representation 
of the real farm situation. Moreover. in SP, it is 
quite difficult to take account of interrelationships 
between activities, such as between pasture and live
stock activities. By contrast. these types of rela
tionships can he handled formally within the frame
work of computer-based programming approaches. 

LJNEAR PROGRAMMING 

Linear programming (tP) is a computer-based 
procedure that can be used for farm planning. With
in certain limitations to be described below, LP leads 
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to the selection of that mix of activities which max
imizes TOM. 

The inHial information required for the application 
of LP is a table or matrix somewhat similar to that 
shown in Table 4.~ for the SP method. That is to 
say. the initial matrix will includ~ all the available 
activities with their gross margins per unit and all the 
constraints on these activities. For each constraint, 
the level of the constraint wilt be shown, as will the 
per unit requirements of (or contributions to) that 
constraint for each activity. 

Because the calculations are performed by com
puter. it is usually possible to include as many activ
ities and constraints as seem appropriate to rep
resent a given farm situation. Thus, initial matrices 
of the order of 50 or 60 activities and a similar 
number of constraints are quite common and much 
bigger matrices, involving even hundreds of con
straints and activities, are nvt unusual. 

The data for the initial matrix are fed into a com
puter that is programmed to perform the required cal
culations leading to the optimal activity mix. The 
method of calculation employed is somewhat similar 
to that illustrated for sr. excent that the procedures 
for marginal substitution of activities are appreciably 
enhanl't'd. A modern. hitrh-speed comouter can 
usually compleh! the calculations for a realistic prob
lem in a few minutes. It would be virtually impos
sible to perform the same amount of arithmetic using 
an ordinary calculator in a reasonable time. More
over. if the calculations were to be done by hand. 
the ris~. of error would be considerable. In con
trast. a compt:ter can be regarded as almost wholly 
reliabie provided (a) that it has been correctly pro
!;rammerl and (b) that the correct data are provided 
as input. 

It is not possible in this manual to give a compre
hensive treatment of the use of linear pro!!l'amming 
for whole-farm planning. The topic is extensively 
treated elsewhere (e.g., Heady and Candler, 1958; 
Hardaker, 1978; Young and Rickards, 1978). The 
treatment here is therefore confined mainly to a 
discussion of the advart .. ges and disadvantages of 
LP and relatt>d techniques for farm management re
search purposes. 

The main advantage of I.P for farm management 
research stems from the great power of modern com
puters to procec;s large amounts of data efficiently. 
While the optimizing characteristic of tP is an im
portant advantage over SP. a much more important 
consideration is that the LP model can be made as 
large as seems appropriate, without worrying about 
the resulting computational burden. Moreover, mnst 
LP computer programmes provide facilities for -:;?;'\, 

cient processing of variants of the basic model • i·· '~ 
means that the t:ffects on the optimal plan of . ,, Jg
ing key assumptions about prices, yields, or other 



rates of performance can be speedily investigated. 
Some LP packages incorporate parametric routines 
whereby selected coefficients in the initial matrix may 
be varied continuously over some chosen range and 
all relevant solutions in that range ~ _.lted out. 

LP also generates additional useful economic in
formation about the optimal solution. For example, 
the marginal value product of each scarce resource is 
computed. This information is often useful in in
dicating where effort should be directed to relax 
operational constraints. Similarly, the marginal op
portunity cost of each activity excluded from the 
optimal solution is generated by LP. This measure 
indicates the extent of improvement needed in the 
gross margin of each excluded activity before it 
could compete for a place in the optimal solution. 
Again, important policy implications may sometimes 
k drawn from such information. 

By way of a simple illustration, the LP solution to 
the SP problem set out in Table 4.5 is shown in 
Table 4.9. It can be seen that the total gross margin 
of the optimal solution is somewhat better than 
that obtained by SP (viz., $8 904 as compared to 
$8 797 from Plan D of Table 4.8), illustrating the ad
vantage of the optimizing nature of LP. Moreover, 
as shown in Table 4.9, some supplementary infor
mation is provided in the LP solution - e.g., the 
computer output on the ranges of the gross margins 
of the individual activities for which, other things 
remaining unchanged, the optimal plan remains con
stant. Such information is useful in assessing the 
stability of the solution in the face of possible 
changes in costs or prices. These ranges are given 
for both the activities in the solution (i.e., the basic 
variables) and for the activities excluded from the 
optimal plan (i.e., the non-basic variables). Thus, 
other things remaining constant, the gross margin 
for cotton (currently $450/ha) coulJ vary between 
$194.54/ha and $974.72/ha without its optimai level 
moving respectively to something less than or more 
than I 146 ha. Conversely, other things remaining 
unchanged, rye would need a gross margin of 
$230/ha (compared to its current level of $200/ha) 
before it would enter the optimal plan. The impor
tance of the constraints binding the solution can 
also be assessed from the information on marginal 
value products. These results show the gain in TGM 

to be obtained from a marginal unit addition to the 
level of each individual constraint, again other fac
tors remaining unchanged. Such information may 
be valuable in evaluating the feasibility and profit
ability of relaxing particular constraints. 

The chief disadvantage of LP is the need for access 
to a computer. Often, a computer will not be avail
able close at hand. Long delays and frustrations are 
likely if data must be sent away for processing. 
Moreover, self-evidently, a computer can only process 
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Table 4.9 LP SOLUTION TO SP PROBLBM OF TABLE 4.5 

-
Basic: varlablea • 

Cotton 
Tomatoes 
Beans 
Wheat 
Barley 

Non·basic variables 

Ry..: 

Bindir·; constraints 

Land 
Cereal limit 
Labour II 
Labour V 
Rotation 

LeveJb 

(ha) 

1 146 
2227 
4127 

15000 
7500 

Non-binding constraints 

Labour I 
Labour Ill 
Labour IV 
Market 
Cotton quota 

GM range over which 
remain basic: 

Lower limit I Upper limit 

(1/ha) (1/lw) 

194.54 974.72 
284.29 3 350.00 

4.65 208.02 
237.59 open 
200.00 312.40 

GM to enter 

$230.00/ha 

Marginal value product 

$156.54/ha 
$43.76/ha 

$6.91/man-day 
$7.59/man-day 

$82.40/ha 

Surplus units 

62.53 man-days 
70.34 man-days 
64.55 man-days 

1.87 ha 
1.85 ha 

• Bask variables in the LP solution are those activities which 
enter the optimal farm plan. 

• These a.:livity levels taken at the respective gross margins of 
Table 4.5 indicate the optimal plan has a TGM of S8 904. 

the data presented to it. If the input data are in
correct or inappropriate, the answers obtained will 
also be wrong. It is easy to underestimate the consid· 
erable amount of work involved in constructing a 
medium-sized !.P matrilli and in transcribing the data 
for computer processing. 

The utility 0f LP for farm management research 
may be limited in some circumstances by the as
sumptions on which the technique is based (though 
it must be noted that the same assumptions gener· 
ally apply to SP). As its name implies, LP embodies 
an assumption of linearity in the calculation of 
TGM and total requirement of any resource for a 
given plan. One implication is that constant returns 
to scale are assumed to apply for each activity, which 
may not always be a reasonable assumption. How
ever, where non-linearities are held to exist, it m:1y 
be possitAe to represent these adequately as a number 
of linked linear segments. For a more comprehen
sive review of this topic, see Hardaker (1978). 



A more serious consequence of the linear character 
of LP is the implication that all activities and re· 
sources are infinitely divisible. This aspect of LP 
can lead to some unsatisfactory features in optimal 
solutions. There may be no difficulty in suggesting 
to a farmer that he should sow 1.53 ha of wheat, 
but it is obviously not sensible to suggest that he 
should keep 1.53 cows or buy 1.53 tractors. Usually 
these difficulties in LP solutions can be overcome by 
additional computing. For example, it would he 
possible to test the relative profitability of a farm 
plan witn either one or two cows, or one or two 
tractors, but these additional calculations increase 
the cost and the amount of work involved in using 
LP. Although special integer programming methods 
have been developed to handle these difficulties di
rectly. integer programming routines are less widely 
available than those for LP and are more difficult 
and expensive to usc. 

A further major limitation of the LP method is 
that it is based on the assumption that all planning 
coeffidents are single-valued. implying that, at least 
in ordinary use, no account is taken of risk.. If risk 
is important. which is usually the case in small farm 
production, this limitation is serious. However, as 
outlined in the next section, various programming 
methoos have been developed to take some tt.ccount 
of risk in farm planning. 

H.ISK PROGRAMMING 

As in the case of LP. a comprehensive review of 
risk programming methods in agriculture is outside 
the scope of this manual. For a more complete 
di~cussion of some of the methods outlined below 
and for an introduction to the literature, see An
derson, Dillon and Hardaker (1977, Ch. 7). 

Risk programming methods may be appropriate 
for farm planning when yields, prices or other 
planning coefficients arc appreciably uncertain. The 
importance of such uncertainty is enhanced in small
farm planning by the generally accepted fact that 
most small farmers are risk averse. Thus their choice 
of a farm programme is likely to be strongly in
fluenced by uncertainties in their planning environ
ment, particularly since they are generally poor and 
have no reserves of wealth to fall back on. 

A variety of risk programming methods have been 
used in agriculture. These methods can be distin· 
guished in several ways. An important distinction 
is between those methods that account for risk in 
the activity gross margins, and those that account 
for risk in other planning coefficients. Methods of 
the first type are better developed and more widely 
applied than are methods of the second type. 

The most comprehensive method of accounting for 
risk in activity gross margins is by use of quadratic 
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risk programming. ln this method a matrix is 
assembled representing the variances and co-vari· 
ances of the activity gross margins. This variance· 
co-variance matrix is then attached to an initial farm 
programming matrix as would be used for LP, and 
the augmented problem is solved by quadratic pro· 
gramming. This is a computer-based procedure 
which allows the variance of the total gross margin 
to be minimized subject to the usual farm constraints, 
and also to a constraint on the average or expected 
value of the TGM. The latter constraint can be 
varied over its feasible range so that quadratic risk 
programming leads to the generation of the complete 
set of solutions, each of which represents a point of 
minimum variance of TGM for a given level of ex
pected TGM. 

It follows from the above that application of the 
quadratic risk programming method is tased on the 
reasonable assumption that farmers are generally risk 
averse. The optimal plan for a particular farmer 
can be selected from the set of solutions in the so
called mean-variance or (E, V)-efficient set of farm 
plans, generated as indicated, according to the in
dividual farmer's attitude to risk (Anderson, Dillon 
and Hardaker, 1977, Ch. 7). 

An example of an (E. V)·efficient set is shown in 
Figure 4.7. For each point on the curve, the so
lution procedure would indicaie the farm plan to be 
followed. Three points on the set arc indicated cor
responding to the plans that might be preferred by 
three farmers with different attitudes to risk. 

Computer routines for quadratic risk programming 
arc not widely available and are less highly developed 
than are those for LP. Mainly for that reason, sev
eral attempts have been made to use LP approxima· 
tions to the quadratic risk programming approach 
to farm planning with risky activity gross margins 
(Anderson, Dillon and Hardaker, 1977, Ch. 7). Per
haps the best adapted of these methods for planning 

J:..~.:, .. d 
'4\,;M 
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~!,oluho•' fo< h>q>.ly 
cp;;lc-«vet·sc faor•·r 
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Figure 4.7. An example of an (E,V}efficient set of farm 
plans generated by quadratic risk programming. 



small farms is MOTAD programming. MOTAD is an 
acronym for minimization of total absolute devia· 
tion. Additional constraints are added to an ordi
nary LP matrix to estimate the absolute deviation of 
the TGM of any selected plan (Hazell, 1971 ). This 
measure of ri~~ is then minimized subject to the 
usual constraints and to a constraint on expected 
TGM that is varied parametrically over its feasible 
range. By this means a set of solutions is generated 
that approximates the (E. V)-efficient set. An ex
ample of the application of MOTAD to planning small 
farms in India is to be found in Schluter and Mount 
(1976). 

The second type of risk programming problem 
distinguished above embraces those problems in 
which resource stocks or resource requirements per 
unit level of the activities are risky. Problems of 
this kind are inherently much mor..! difficult to solve 
because an optimal farm plan cannot usually be spec
ified unconditionally. Th~ levels of at least some 
farm activities must usually b.:! specifil!d as functions 
of risky planning coefficients whose actual values do 
not become known until after some initial decisions 
have been made and some resources committed. 
Methods of stochastic programming, including 
chance-constrained programming. have been ad
vanced as means of at least approaching problems of 
this kind. The approach known as discrete stochastic 
programming (Cocks, 1968; Rae, 197la, b) is prob
ably the best method so far developed but has the 
disadvantage of requiring a very large initial matrix 
to give even an approximate solution, so that it is 
expensive to apply. This and some alternative pro
gramming methods to deal with risky resource con
straints are reviewed in Anderson, Dillon and Har
daker ( 1977. Ch. 7). and. because of their complexity, 
will not be discussed further here. It may be said, 
however. that farm planning problems with risky 
constraints are still largely beyond the scope of the 
available methods. 

The problem of planning real farms with risky re
source constraints cannot be ignored simply because 
wholly satisfactory methods of analysis are not yet 
available. Instead, the planner must do the best he 
can within the limitations of existing methods. For 
example, in both farm programming and farm bud
geting studies, a common approach to risky resource 
constraints is the use of "fat" and "thin" coefficients. 
To illustrate, if the amount of irrigation water avail
able from a waterway system to a small farmer in a 
particular season is uncertain, farm planning might 
proceed by setting the availability not at the average 
or expected amount of water, but at some lower, 
more conservative level, such that there is a good 
chance that the actual availability will exceed the 
planned level. In consequence, the plan arrived at 
should prove feasible under all but the most adverse 
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water supply conditions. A planning coefficient that 
is reduced in this manner is called a "thin" coef
ficient. Similarly, if the lal:rour required for weeding 
crops is risky, depending upon rainfall, planning 
might proceed using coefficients of labour requirement 
that are "fat" in the sense that they represent the 
amount of labour needed in a wet year. Again, the 
resulting farm plan should prove feasible in all but 
the wettest years. 

The difficulty with the use of fat and thin planning 
coefficients in this way is that there is usually no 
means of knowing how large should be the "in
surance factor" built into a particular coefficient. If 
the factor is too great, farm plans will be unneces
sarily restricted and opportunities for making good 
profits in better than average years will be missed. 
If the insurance factor is too small, on the other hand. 
the plans developed could prove disastrously im
practical in an unfavoural::Jte year. 

SYSTEMS SIMULATIONS 

By farm system simulation is meant the mimicking 
of the farm operation via some type of model. The 
models used may vary from simple generalized bud
gets to dt?tailed computerized one-off representations 
of the complex interrelated biological, economic and 
social processes making up a farm. As already 
noted, farm programming procedures constitute a 
particular mode of simulating farm performance so 
as to decide on an appropriate farm plan. 

Another simulation approach is that of Monte 
Carlo programming (Carlsson, Hovmark and Lind
gren, 1969). This is essentially a budgeting proce
dure. It has several advantages in the context of 
small farm planning. First, it permits the ready use 
of a complex objective function embodying several 
dimensions (e.g., cash income and subsistence food 
production). Second, integer constraints can be easily 
included. Third, it can incorporate risk considera
tions (Anderson, 1975). An application of the method 
to small farm planning is provided by Wardhani 
(1976) and the availability of packaged computer 
programmes (e.g., Donaldson and Webster, 1968; 
Thompson, 1970; Anderson, 1976) makes it rela
tively convenient to use. 

As outlined by Anderson (1974), farm systems 
simulation may also be carried out in many other 
ways. Applications to small farm situations are 
presented by Low (1975) and Zuckerman (1977). 

4.6 Whole-farm budgets 

Whole-farm budgets are drawn up to show the 
anticipated consequences, in terms of selected mea
sures of performance, of some proposed farm plan. 



The plan may have been generated by SP, LP, Monte 
Carlo programming or by some more intuitive 
method, perhaps as a simple adaptation of an 
exisitng system on the particular farm or on some 
other farm. 

The budget is constructed on a whole-farm basis 
to allow calculation of overall performance mea· 
sures. It is usually measures of profital:tility that are 
of concern, such as net farm earnings. although cash 
flow measures may also sometimes be calculated. 

Whole-farm profit budgets are usually best pre· 
pared in gross margin terms. Thus. the levels of 
the farm activities and the gross margins per unit 
level of each are used to calculate the TOM. Then 
fixed expenses {including interest) can be deducted 
from the TOM to show the net farm earnings. This 
last step is important since it is usually the maxi· 
mization of net farm earnings that is the goal in 
planning. Many farm planning procedures, including 
most of the programming methods, are concerned 
with maximizing TOM, within fixed resource con· 
straints. Often it will be worthwhile to seek means 
of relaxing constraints that arc found to be limiting 
the choice of a profitable mix of activities. For 
example, a limiting labour constraint can be re
laxed by hiring another worker, but this policy will 
obviously increase fixed expenses. A whole-farm 
budget can be used to test whether the increase in 
TGM which the extra worker makes possible is suf
ficient to more than offset the increased fixed ex
penses. 

In fact, there are four routes to increased net farm 
earnings: 

l. changing the actiVIty mix to increase TOM 

with fixed expenses constant; 
2. changing the activity mix to increase TGM 

with a lesser increase in fixed expenses; 
3. reallocating resources so that fixed expenses 

can be reduced with no reduction in TOM; 

4. reallocating resources so that fixed expenses 
can be reduced with a lesser reduction in 
TGM. 

The first two methods imply a move to a more in
tensive system, while the third and fourth methods 
represent a shift toward a less intensive system of 
production. Under most circumstances, increased 
farm profitability is usually most easily achieved by 
intensification. However, when farm costs increase 
or product prices decline, a reduction in intensity may 
be indicated. 

An example of a whole-farm profit budget. drawn 
up for the best farm plan found for the example 
farm in the SP procedure of Section 4.5 above. is 
illustrated in Table 4.10. The whole-farm budget 
would be supplemented by activity budgets for the 
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Table 4.10 AN EXAMPLB OP A WHOLB·PAR.M BUDOBT FOR THB 
BEST FARM PLAN FOUND BY SP 

Area ,.Gross I Variable 
I 

Activity Gross ITotllllilroSs 
lilfOWn mcome expenses mnrlilln marBin 

(ha) (1/ha) (1/lla) (1/ha) (IJ 

Tomatoes 2.25 825 285 S40 121S 
Cotton 0.75 610 160 450 338 
Wheat 15.00 400 80 320 4800 
Barley 7.SO 300 70 230 1725 
Beans 4.50 215 ss 160 720 ---

Total 8 798 
I 

Fixed expenses (i) 

Labour 2 533 
Rent I 810 
Machinery depreciation 590 
General overheads 735 
Interest 40 

Total 5 701! 

Net farm earnings $3090 

crops included, showing the assumed yields, prices 
and detailed variable expenses that make up the 
calculated gross margins per unit of each crop. 

If appropriate, the whole-farm budget can l:ie ex
tended to calculate other measures of farm profita
bility, such as return on total capital. Similarly, if 
required, cash flow measures, such as farm net cash 
flow, can be calculated. The calculations necessary 
to arrive at these measures have already been de
scribed and illustrated in Chapter 3 and so will not 
be considered further here. 

4.7 Farm development budgeting 

Development budgeting is appropriate when a 
change in farm organization or methods is being 
contemplated that will take some considerable time 
to implement. For example, development 1:1'.1dgeting 
is appropriate when planning for the establishment 
of long-term crops, such as oil palm or rubber, or 
when planning to increase livestock production 
through a stock breeding programme and pastur~ im
provement. Development programmes of these kinds 
usually generate relatively little cash during the early 
stages of the programme. Consequently, budgeting 
may be important to establish the amount of capital 
or credit needed for it to be feasible for the pro
gramme to be implemented. It may also be neces
sary to assess the overall profitability of a particular 
development scheme and to compare the costs and 
benefits of alternative methods of implementation. 



Development budgets can be used to make such 
evaluations. 

Development budgeting, almost by definition, in
volves long-run planning, which is more difficult than 
short-run planning because of the increased uncer
tainties about prices, costs and rates of performance 
in the more distant future. Plans laid now relating 
to actions to be taken several years ahead are un
likely to be implemented in exactly the way, and 
with exactly the results, presently foreseen. Rather, 
planning is better regarded as an adaptive process, 
wherein current plans are used to guide current de
cisions, but where longer-run decisions are made 
tentatively, and only in the degree of detail necessary 
to allow present decisions to be made. For this 
reason, very detailed long-term development budgets 
are generally not appropriate. Instead, such budgets 
should be seen as a means of setting out. in a system
atic way, an overview of the main technical and 
economic features of the proposed development pro
gramme, as currently foreseen. 

The first step in development budgeting is to 
establish a development target, i.e., to indicate what 
it is expected will have been achieved at the end of 
the planning period currently being considered. This 
target need not necessarily correspond to the position 
foreseen as the ultimate end-point of the farm de
velopment process. Instead, it may represent a con
venient goal. adopted for the purpose of the analysis. 
Once this goal is attained, new plans could be laid 
for the next development study. By this means, 
unnecessary time and effort are not wasted in the 
preparation of detailed budgets for highly tentative 
plans relating to the more distant future. 

Usually a useful step, once a target position has 
been established, is to draw up a rough and ready 
budget to make an estimate of the profitability of 
the target farm plan compared with the current 
farm system and to relate any increase to profit to 
the estimated amount of capital that must be invested 
to achieve the target position. In the event that the 
proposed development can be shown by this means 
to be quite unprofitab!e, the programme might be 
scrapped, or heavily revised, so that further efforts 
are not wasted in drawing up a detailed development 
budget for a venture that is unlikely to be adopted. 

In development planning, there will usually be a 
number of technical questions to be resolved about 
how the programme is to be implemented. The 
methods to be followed, the priorities to be adopted 
and the rate at which development is to be attempted 
mu~t all be decided before the detailed budget can 
be drawn up. Usually, many of these questions can 
be resolved on wholly technical grounds. For ex
ample, some methods may be clearly superior to 
others, either in yielding more output for the same 
inputs or in requiring less input to obtain a given 
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level of production. Similarly, priorities are often 
unambiguously determined by technical considera
tions. For instance, it is clearly impossilJle for a new 
crop to be planted until after the land has been 
cleared and prepared. If important choices about the 
procedures to be followed remain unresolved, then, 
as already indicated, it may be necessary to draw 
up two or more budgets. one for each alternative. 
so that the best method can be chosen. 

The next step in development budgeting is to set 
out the technical details of the selected programme(s) 
in a reasonably comprehensive way. It is necessary 
to specify the planned schedule of work so that the 
associated payments can be estimated. Similarly, 
the development programme should include estimates 
of what is to be produced and when, so that receipts 
can be predicted. With the aid of such a detailed 
technical programme, combined with forecasts of fu
ture prices for inputs and outputs, a cash flow bud
get for the proposed development can be drawn up. 
The cash flow budget, which may be constructed on 
an annual, quarterly, or even a monthly. basis, will 
show, for the planning period until the target position 
is reached, the anticipated farm receipts and pay
ments, and hen~e the forecast farm net cash flows. 
An example of a development hudget, showing the 
development programme and associated cash flow 
budget, is shown in Tables 4.11 to 4.14. 

The example shown in the tables relates to the de
velopment of a run-down coconut smallholding in 
Malaysia by rehabilitating part of the area. replanting 
another portion with an improved variety of coconut, 
and by plantmg coffee as an intercrop. 

Table 4.11 provides an outline of the planned de
velopment programme and also indicates the antic
ipated crop yields. These yields are converted first 
into production estimates and then into gross in
comes in Table 4.12. The capital and operating 
costs are detailed in Table 4.13 and the cash flow 
I:Judget, summarizing all the above data, is given in 
Table 4.14. 

As the example illustrates, a cash flow budget is 
useful to indicate the timing and amount of any cash 
deficits through the development period. Often such 
cash deficits will be made good by some form of 
credit arrangement. A finance budget can then be 
constructed, buildir;g on the results of the cash flow 
budget, to represent the extent of torrowing and the 
manner in which interest and principal payments 
on loans advanced are to be met. For the example 
introduced above, we assume that a loan to meet the 
cash deficits is available at 8 percent interest per 
annum on the outstanding balance, the loan being 
repayable "at will", i.e., as the farmer elects. The 
associated finance budget is shown in Table 4.15. 

If development budgets are being prepared relative 
to a planning horizon within which appreciable in-



Table 4.11 MALAYSIAN SMALLHOLDER CocoNUT DELEVOPMENT PROJECT: FARM BUDGET OF A SIX ACRE FARM WJm ONE AC1e IU!PLANI1NG WI11J MAWA AMD 2.-' AamS ltEBABILI
TATION AND UNDERPLANTED WITH COFFEl!. 

I Yr.l Yr.2 Yr.3 Yr.4 Yr.S Yr.6 I Yr.7 I Yr.8 I Yr.9 ~ Yr.IO I Yr.U I Yr.ll i ~ 
I 

I I 
I Ccopping pattern I 

MA WA • replanting (acres) 0.5 1.0 1.0 1.0 I 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 1.0 

Rehabilitation (Talis) (acres) 1.0 2.5 2.5 2.5 2.5 i 2.5 2.5 2.5 2.5 :z.s :z.s 2.5 :z.s 

Old stand (acres) 4.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 :z.s 2.5 2.5 i :z.s 

UnderplantiJ•g b 

j 

- Tapioca (acres) 0.5 1.0 1.0 1.0 I 0.5 - - - -- - - - i -

- Coffee (ac~s) I 1.0 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 2.5 :z.5 I :z.s 
- Bananas (acres) 3.0 2.5 2.5 2.5 2.51 2.5 2.5 2.5 2.5 2.5 ~-5 :z.s :z.s 

I ------ I 
-~ Pre-- ~-- I ' j ~,, I I I I I I I 'I 

project I I I I j I . 
--------- r I r i I I I I i.,l.. ·.- l•~"' : ·-o---1 -----i--1 ------;' 

'-~Yields" ! 1 1 : i •. _ _._,! . ; 1 

N MAWA (nutsfacre) - I - I - - ,. - I 342 j 3700 4 882 5 598 . 6 ;;; ~ 8023 '7 526 . 8 397 ,. 9 174 

Rehabilitated Taus• (nuts/acre) -
1

1148 1 148 1 272 I 406 

1

• 530 II 545 1646 I 760 1897 1965 2007 2035 1995 

Old Tails (nuts/acre) 1 148 1 148 1 148 148 I 14f> 1 148 I 148 I 148 I 148 I I 148 I 148 I 148 I 148 It 148 

Tapioca (piculs/acre) • - 250 250 250 250 250 

I I I I IB: # ~~ Coffee berries (piculs/acre) - - - 6.75 13.5 20.3 27.0 30.4 34.0 34.0 34.0 I 34.0 34.0 34.0 

Bananas (tons/acre) 0.53[ 0.53 0.53 0.53 0.53, 0.53 0.53 I 0.53 0.53 0.53 0.53 0.531 0..53 0..53 

I 
I 

I 
I 

• New c:oconut variety. 
b Acreage equivalents. 
• For coconuts and coffee, yields are shown according to years after planting._ 
d About 20 pei'Cf'nt of the stand of rehabilitated Talis is new planting with Malaysian Tails. 
e One picul is 133 lb or 60.33 kg. 

Source: Adapted from an elllllllple provided by Khoo Gait Hong, Department of Agriculture, Kuala Lumpur. 



Table 4.12 MALAYSIAN SMALUIOLDEII. CocoN\.lT DEVELOPMENT PROJECT: PlltOOUCTlON AND CiROSS INCOME FOR !I SIX-ACRE FARM 

Yr.5 I Yr.6 I Yr.7 I Yr.8 I Yr.9 I Yr.lO I Yr.ll I Yr.l2 I Yr.IJ ! 0~~;!~ 
' I I ' \ 

I I 

Production I I 
I I I I I i 

I ' 

I 5 240 
' 

I I 14 291 ! 9 174 ' 
MAWA (nuts) -

!63~ 
- -- I 171 2021 5 987 7200 17 775 

7962 8 7!\f, 

Mal;oysian Tails (nuts) IIi 11!4 
I ! h ~:34 7099 7407 7681 7 825 Hl6 7 91S ! i S58 

(J 888 5740 5 864 t;509 6 710 

I i 
Tapioca (piculs) - i 62.5 125 125 I 125 62.5 -- --- - - - - -- --- --

I 

Coffee berries (piculs) I I 6.75 23.1'3 40.55 57.4~ 70.9 79.6 85.0 I 85.0 85.0 xs.o 1'15.0 :0:5.0 -

--1.591 
-

Bananas (tons) LS91 1.33 1.33 u~j 1.33 i.3j 1.32 l.JJ 1.33 1.33 1.33 1.33 1.33 1.33 

. . . . . . . .. . . . • • .. • • • • • • 0 ................. Ml • 0 ••••••• 
•••• 0 ......................... 

Gross income Price/unit I ' 

i 
I ! ! 

I I II 115 11230 
l (M$/unit) I I I i I I 2l'l.t 

I I I ! 
MAWA 0.14/nut L- I -- I - I -. I - . ! 24 I 2X3 I 601 I 734 I'll X I OOS I OS<J 

I I 
I I 

,, 34(• II 073 
I I I' 330 

,, 336 
Malaysian Talis 0.17/nut I 17! ! 976 i 997 I I 051 I I 107 l 141 I I H•2 I 207 I 259 I dOo I 346 

i i ! I 
I I 

Tapioca 0.44/lb -. I 250 
i 

500 500 500 250 - I - - --· I, J-IS 
I -- - I -- I -. 

' II 0'19 1, 234 
I 

It 31S Coffee berries 15.50/picul -- I - I lOS 3f.6 I 629 SIJO I J);-; I 3IR I 31S 1 3111 
I i I 

I Bananas 
I 223 

I 
223 168/ton 267 I 267 223 123 223 223 223 

.,.,, 
223 223 223 223 213 -~-' 

I I 
Tetal 1440 1590 ll 700 I SJO 2 140 12 230 2 540 3 ()')() 3 400 3 640 3 860 3 960 4000 4120 4160 

I I I 
l I 

I I I 

I : I I 
i 

I I I 

I 
I 

I > 

I I 
I 
i 

l 

I l 
. 

I 

.. 
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Table 4.13 MALAYSIAN SMALLHOLDER CocoNUT DEVELOPMENJ' PROJECT: INVESTMENT AND OPI!RA11NO COSTS FOR A SIX-~ FAaM 

., Total I Yr.l ~ Yr.2 Yr.3 I Yr.4 I Yr.S Yr.6 Yr.7 I Yr.B I Yr.9 l Yr.lO I Yr.U I Yr.l2 I Yr.U I Yr.l4 I ~ 
Ml • • • • ·~ • • • • a • • • • • • • • • • • • • • ., 

Inwnrnent 

Development labour 

We~:-d eradication 

L!md preparation 

454 

105 
301 

203 251 

45 60 
38 75 

P!an~~-==rials I 176 I 89 I 87 

- Malaysian TaUs 25 10 I 15 
- Tapioca 10 5 5 

- Coffee 1 13 45 I 68 

75 75 38 

50 Fertilizers/lime 744 . ~27 . 281 
- . I ) . . . . . . . . . . . . . -

186 100 
I ::;onting~nc~es , 200 ! 5R •

1
. s8 : l't 1· 15 1 12 1 - 1 - 1 - 1 - 1 - 1 - 1 - ~ - 1 - 1 

Renlant'""' I -· t -- - I - -- - - - - - - - - I - - ~ 
--~~-:~~--~:esnnent ~~6;;--i 930 1---;;-·1 190 1 100 1-=--! - ! - I - l - I - l - l - I - ~ 

Annual operating oosts 

Fertili1ers 

Plant r·.rotection 

Harvc£cing 

·- MA'VI'A o 

- Maliiysian Tails 

·-Coffee" 

Land t-a.~ d 

Subtotal 

Miscellaneous 

Total operating t".osts 

I _ I I ;---·I I I I I I I I I I I I 

lp:o1~1 I l I I I ! I I I I I I I I 

i5 

276 I 

~,; I 
3;; I 

33 

410 

s§ 
62 

253 

~t; --
4()9 

41 

500 

I 

I 
I 

12 
106 

230 
-
t;t; --

529 
61 

64() 

I 

160 

81 

235 
-
t;~ --

542 
58 

650 

250 I 265 
68 I 56 

7 I 

247 260 

- 100 
~~ E.r. 

I -- I -- I 631 750 

69 RO 

750 880 

280 28(J 280 J 280 280 280 280 280 210 

51 46 46 461 46 46 46 46 46 46 

81 I 172 j 210 I 239 I 288 I 3ll I 318 I lSI I 367 I l67 --- ---

~~7J 
--- - .. 

268 273 284 296 307 313 317 314 314 
140 175 200 210 210 210 210 210 210 210 
r.E. r,r,_ I hh hh ~h ,.,. ,.,. ,.,.j 

" " 8;~ I 1 0~; I 1 0;~ I 1 1;; I 1 1;; I 1 ~~ I 1 ~ I 1 ~ I I 2;; I I~ 
94 108 114 113 123 124 133 130 ~-132__ 

1030 1 170 I 250 1300 1370 1 400 1420 14SO 1410 

• Based on replacement of 4 l?ercent of coffee and coconut area each year. 
b At MS20 per 1 000 nuts for p1ckicg and M$20 per I 000 nuts for husking, splitting and carrying to the roadside. 
c Contract rate for harvestimz of coffee is MSS/oicul. In the first and second vears of bl!arinsz (Years 3 and 4 reso.,.,li~·!!lvl it is assl101M that harvcslint> i~ .ton.. l!!l11iFPlv lw f:unik hbnnr. In 

the Jo~~inJxy~r~~~~:c;n:~~~n~~e"~~';~~~f~~~i~hr;:'~t~s)~c~~ f~r~:e 1;~~-~i-~oject situati~-a~d in \'ear 1, and~~ MJ;~/~ f~ ~~r;a::.~;-- -- ---- --------- -. ------- ------- -
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Table 4.14 MALAYSIAN SMALLROLDI!It CocoNuT DE.VELOPMEm- PROJECr: CASH FLOW PROJECTIONS FOR A SIX·ACRE. FARM 

I P:~~ ~- ~~.1 I Yr.2 I Yr.3 I Yr.4 I Yr.S I Yr.6 I Yr.7 I Yr.S I Yr.9 I Yr.IO I Yr.ll I Yr.l2 I Yr.13 I Yr.l4 I o!~d 
••••••••••••••••••••••••••••••••••••••• 0 MJ • 0 • • • • • • • • • • • • • • • • • • • • • ~ • • • • • • • • • .. .. • • • • • 

Receipts I 

2160 I 
I 

Farm sales • 1 370 1 520 1630 1 760 2070 2 470 I 3 020 3 330 3 570 3 790 3890 3930 4050 4090 4090 

Total receipts b 1370 1520 1630 I 760 2070 2 160 I 2 .;7o I 3020 3 330 3 570 3 790 3 890 3 930 4050 4090 4090 

Payments I 
Investment costs - 620 93'J 290 190 100 --- -- - - - - - - . '· 

65 

Operating costs 410 SOD 640 650 750 8HO 1030 I 170 I 250 1 300 1 370 1400 1420 1450 
l. :. 
1470 1470 

Total payments 410 I 120 1 570 940 940 9HO I 030 1170 1250 1300 1370 1 400 1420 1450 1470 1535 

-

60 I I 
Net cash flow 960 400 l\20 I 130 I 180 1440 I R50 2080 2 270 2420 2490 2510 2600 2620 2 555 

Less household payments 960 960 960 960 960 960 960 960 960 960 960 960 960 960 960 960 

Cash surplus -- -560 -900 -140 +170 +220 +480 +890 +I 120 + 1310 +1460 +1 530 +I 550 +1640 +1660 +I 595 

I 
• It is assumed that 6 percent of total production of coconuts at pro-project situation is retained for home consumption each year. 
• Excluding subsidies. 
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Table 4.15 MALAYSIAN SMALLHOLDER CocoNUT DEVELOPMENT PROJECT: FINANCB BUDGET FOR A SIX-ACBI!. FARM 

Yr.! I Yr.2 I Yr.3 I Yr.4 I Yr.S l Yr.6 I Yr.7 I \r.S 1- Yr.9 I Yr.lO r Yr.ll I Yr.ll I Yr.13 I Yr.14 I o!~d 

Cash surplus • -560 --900 -140 

Plus loan advanced 560 900 140 

Less loan repayment - - -
Balance b - -- --

------· 

Loan balance: 

Opening balance - C05 I (,25 

Plus loan advanced 560 900 140 

Subtotal 560 I 505 I i65 

Plus interest at 8% ·<=- 12C 141 

Subtotal (J05 I : 25 : Jl)(k, I 
i 

- I Less loan repayment -- I -- I 
I i 

I 90~· I Closing balance c (;05 I •.25 i 
I 

I 

I 
i 

! 
I 
I 

I I 
I 

I I 
i I 
i I 

I 
i 

I I ! 

i 
i 

I ) 
I i 

• From cash Oow b11dget in T01ble 4.14. 
b Available for non-essential household pa¥JDents, savings or in\'estment. 
e Closing balance In year n becomes openmg balance in year n + I. 

)~'" .;Jt,{?*·--
.. , I" 

+ 170 +220 +480 +890 

-- - - -

170 220 41(0 H90 

- - - .. 

I I ! I 

I ~Hli I I :-:IY I 
i 

I 906 ,_4:-15 I 
I I 

-- -- I I 

IY06 I :il!X I I :;19 . I 4K5 I 
151 i 1.:<• l 152 1 Ill) 

2 ~'39 I I 
: 05S 1 I ()' 5 I I t.04 

I --· I 

110 I 220 1 
j 

4SU : l'Ml j 

I!!!\!! i ' I 71~ I I XI'> ; I -~:.'- I 

I 
I 

I I 
I I 

I I I 
I I I I . I 

I 
I 

i 
I 

: ! 

' I 

I 

! 

i 
I I 

I I I ·I 
I I 

I i 

I 
! I 

I 
I ' 
' 

I 

l I 

I 
i 

I 

I i I 

I ' I _,,. 

·'I 

+ I 120 I + I 310 + l 4\lO + l S30 +l sso +1640 +1660 +I 595 

-- - -- - - - - -

771 -- -- - - - - -

349 1:;10 1460 I 530 I SSO 1640 1660 1 S'JS 

I 
.. 

I 

I 
7141 -- - - ---- -- -- --

I --7,J -- -- - -- -- - -

I - -- -- -- --- -. 

i ! I ~-. I - -- - . --..J I , I ' I 771 i ! .. --- i - . I -. -
I 

I I 
I 

771 I ! \_ ' ... .. - --- - I - . 

I 
.. - I - I .. I 

,.. ___ I -. 

I I 
I 
i 
i 

' I 
I 

I I I i I 

r·l--· I 

I 
'\._,;, 

. ( 

I 
., 

I I i . I 

I 
j I 

i i 

I I I 

1 

I I 
i 

I 

I I 
I I I I l I r I I i 



flation is expected to occur, some adjustments may 
be needed to the budgets to account for changes in 
the value of money over time. Should it be reason
able to assume that the various components of pay
ments and receipts will be affected more or less 
equally by inflation, cash flow budgets can be drawn 
up in terms of real (year 0) money values (i.e., in
flation can be ignored). This has obvious advantages 
of simplicity and of avoiding the difficult task of 
forecasting the future rate of inflation. However, if 
inflation is expected to affect the budget components 
differentially, it will be necessary to account for 
changes in relative costs or prices, but again cash 
How budgets can be drawn up in real money values. 

It is necessary to take explicit account of inflation 
in a finance budget drawn up to represent the man
agement of borrowed capital. Unless the rate of in
flation is very high, it is usual for lenders to specify 
loan servicing payments in current (inflation-affected) 
money values, rather than in real (inflation-indexed) 
values. The cost of inflation to a lender is usually 
reflected through a highf!r interest rate. There arc 
two alternatives the analyst can adopt to deal with 
this situation, bnth requiring a prediction of the rate 
of inflation. One possibility is to draw up the cash 
flow and finance budgets in current money values. 
Alt.:matively, it may be simpler to draw up the cash 
flow budg;:t in real (year 0) money values and then 
to divide the cash surpluses or deficits by an index 
l)f inflation to convert them to current values before 
the finance budget is draw!l up. 

In assessing the economic merit of a particular 
Jevdopment programme, the first question to be 
addressed is whether the programme is feasible, in 
the sense that any required !oans can be obtained 
and repaid, and whether the farm family can k 
supported at an adequate standard of living during 
the development phase. A finance budget of the 
form just illustrated will provide the means of testing 
the financial feasibility of th~ plan. However, in 
other cases the source and/or termc; of finance may 
have nJt yet been e.,iablished, and it may rather be a 
question of determining some measure of profita
bility of the investment. One or other of the in
vestment appraisal techniques described below will 
then be relevant. 

INVESTMENT APPRAISAL 

A number of investment appraisal methods have 
been advocated for use in agriculture. Some of the 
simpler procedures, such as payback period and rate 
of return on capital, may be used to give a rough 
indication of the merits of an investment, but these 
methods lack theoretical justification and can give 
misleading results. For these reasons, these methods 
will not be described here. 

n 

The more rigorous inve~~ment appraisal methods 
are based on the procedure of discounting. It is 
widely recognized that a dollar paid out or received 
today is more valuable than the same sum paid or 
received in the future. This difference in value need 
have nothing to do with inflation. Instead, it reflects 
the opportunity cost of capital. Thus, a dollar avail
able today could be invested at the going interest 
rate of, say, 10 percent, so that in one year from 
now it would be worth (1 + 0.1) = $1.10. In two 
years, if left invested at the same rate of interest, 
it would have grown in value to 1.10 (1 + 0.1) = 
(1 + 0.1)2 = $1.21. and in n years the accu
mulated value would be (l + O.l)n. This calculation 
is known as compounding and shows how a dollar 
available today can be converted to its equivalent 
value at some future time. 

In general, the value at the start of year n, en, of 
some present sum P invested at an interest rate of 
i is given by C 11 = PO + i)n. By simple algebm, 
this equation can be turned round to give the for
mula for discounting. That is, tht: value of a sum 
C'" paid or received at the start of year n can be 
expressed in present value terms, when the interest 
rate is i, using the equation P = Cn (l + i)-n. For a 
more complete review of compound interest rate pro
cedures, see Chisholm and Dillon (1967). 

The merit of the discounting procedure is that it 
allows payments and receipts occurring at different 
times in the future to be converted to a common 
standard in terms of their present value. They can 
thus be summed to determine the net present value 
of a project. Net present value (NVP) is a measure 
of the overall profitability of a project. In the NPV 

is positive the project may be said to he profitable, 
while if the NPV is negative it is not profitable. 
When comparing mutually exclusive projects, such 
as alternative ways of attaining the same develop
ment target, the one with the highest NPV is usually 
regarded as the best. 

The NPV of the development programme illus
trated above is calculated in Table 4.16 for two 
rates of interest. It should be noted that this af-pli
cation relates to a change in the organization of an 
existing farm. Thus 0nly the increments or decre
ments in farm net cash flow are included in the ap
praisal. Moreover, the increase in the productive 
capacity of the farm at the end of the planning 
period must also be taken into account. This latter 
consideration is included in the form of the increase 
in the anticipated terminal value of the farm. Ter
minal values may be assessed either by reference to 
projected market values, or, more plausibly, by cap
italizmg the projected income stream from that 
date onward. An income stream of A dollars per 
annum into perpetuity may be converted to a capital 
sum C using the formula C = A/i. 
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Table 4.16 MALAYSIAN SMAU..HOLDER CocoNUT DEVELOPMENT PROJECT: NET PRESENT VALUE CALCULATION FOR A SIX-ACRE FAitM 

I y,., I. Yd r y,, I Yd I Y•S I y,. I YO I Yd I y,, I YdO I Y•.ll I ''·" I Yr.D I "" I~ 
Farm net cash flow •: 

With project 400 

Without project 960 

Difference -560 

Discount factor (8%) 0.9259 

Present value (8%) -519 

Discount factor (12%) 0.8929 

~resent value (12%) -500 

Net present value (8%): M$10 355 

Net present value (12%): M$4 938 

• From Table 4.14. 
b (I + 1)-••!1. 

60 820 

960 960 

-900 -140 

0.8573 0.7938 

-772 -IH 

0.7972 0.7118 

-717 -100 

1 130 1 180 1 140 1 850 

960 960 960 960 

+170 +220 +480 +890 

0.7350 0.6806 0.6302 0.5835 

+125 +150 +302 +519 

0.6355 0.5674 0.5066 0.4523 

+108 +125 +243 +403 

2080 2270 2420 2490 2510 2600 2620 2SSS 

960 960 960 960 960 960 960 960 

+ 1120 +1310 +1460 +1 530 +lSSO +1640 +1660 +IS9S 

0.5403 0.5002 0.4632 0.4289 0.3971 03677 03«)5 . 3..940.5" 

+605 +655 +676 +656 +616 +603 +SM +6285 

0.4039 0.3606 0.3220 0.2875 0.2567 0.2292 o.2046 t.ms' 
+452 +472 +470 +440 +398 +376 +340 +2428 

I 



Table 4.16 shows that both the calculated NPVS 
are positive, indicating that the project is profitable. 
even at an interest rate of 12 percent. 

The NPV method of investment appraisal is rel
atively straightforward to apply and gives a clear 
indication of the profitability or otherwise of a 
project. Its critics claim, however, that it suffers 
from the disadvantage that the appropriate interest 
rate must be determined before the method can be 
used. Selection of the interest rate presents few 
difficulties if there is a well-developed capital market, 
for in this case the opportunity cost of capital may 
be taken as equal to the borrowing rate. Howl!ver, 
if there is severe capital rationing, coupled with the 
use of institutional measures rather than high in
terest rates to restrict credit availability, the op
portunity cost of capital may be appreciably higher 
than the cost of borrowing, and may he very dif · 
ficult to determine. In such circumstances. the al
ternative investment criterion of internal rate or 
return (IRR) may be preferable to NPV. 

The IRR is defined as that rate of interest which 
makes the NPV of a project exactly zero. It is nor
mally found be extending the NPV calculation on 
a trial-and-error basis until the required interest rate 
is found. Interpolation methods can be used to 
speed the identification of the required rate. Appli
cation of the method to our example development 
project is illustrated in Figure 4.8. 

The NPVs at both 8 percent and 12 percent in
terest have already been calculated, as shown in 
Table 4.16. Both are positive, implying an IRR 

greater than 12 percent. NPVs were therefore cal
culated for 15, 20, 25, 30 and 35 percent. The 
results are plotted in Figure 4.8 and it may t.t seen 
that the IRR can be estimated by interpolation to 
be about 31 percent. 

""' "''000 

Figure 4.8. Relationship between NPV and interest rate for 
a six acre fann in the Malaysian Smallholder Coconut De
velopment Project. 
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Using the IRR criterion, a project is usually said 
to be profitable if it yields a rate of return greater 
than the cost of capital. In our example an IRR 

of 31 percent is considerably greater than the cost 
of capital, so that the project is worthwhile. In 
comparing mutually exclusive projects, the one with 
the highest IRR is normally regarded as the best. 

The operational disadvantages of the IRR cri
terion are twofold. First, it is more difficult to apply 
than the NPV, and second, in certain circumstances, 
multiple solutions can exist. That is. there may be 
a number of interest rates that all yield zero NPV. 
Fortunately, multiple solutions are rarely encountered 
in practice, but the fact that they occur is one of the 
reasons why NPV is generally to be preferred to IRR 

for appraisal of farm development projects. 
In investment appraisal using either NPV or IRR 

it may be necessary to consider the effect of inflation. 
If the cash flows being discounted are in real money 
values, the appropriate interest rate for discounting 
for NPV calculation or as the cut-off rate for IRR 

evaluation must be the opportunity cost of capital 
net of any inflation effect. For example, if the 
annual opportunity cost of capital is judged to be 
25 percent and if annual inflation is expected to be 
I 0 percent. the annual interest rate to be used in 
investment appraisal is 15 percent. Of course. if 
cash flows arc expressed in current rather than real 
money values, the rate representing the gross op
portunity cost of capital should be used. 
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5. PARTIAL BUDGET ANALYSIS 

Partial budget analysis is concerned with evaluating 
the consequences of changes in farm methods or orga
nization that affect only part rather than the whole 
of the farm. The distinctive feature of partial buuget 
analysis is that only factors contributing to changes 
in the measure or measures of whole-farm perfor
mance being considered are included in the budget. 
Thus partial budget analysis of the possible use of 
a new fungicide for one of the crops on a crop
livestock farm would be carried out by budget anal
ysis encompassing only performance elements which 
would be affected by introduction of the new fun
gicide; by comparing the situation with and without 
the new fungicide, the net effect of its introduction 
on relevant measures of whole-farm performance 
could be estimated. 

The merits of a partial approach to budgeting are 
considerable. Partial analysis is less demanding of 
data than whole-farm budgeting. It is not necessary 
to have information on parts of the farm not af
fected by the change under review since the per
formance of these sectors will remain constant. For 
this reason, partial analysis is generally simpler than 
whole-farm analysis. Too, by their nature, partial 
budgets are typically applicable to a wider range of 
farm circumstances than is the case with whole-farm 
budgets. 

Partial budget analysis can be used to evaluate 
the effects of a change in the way a farm is run on 
any of the measures of whole-farm performance 
discussed in Section 3.2. However, by far the most 
common type of partial budget is a partial profit 
budget, constructed to show the effect of the change 
under review on some measure of profit such as net 
farm income or net farm earnings. 

5.1 Partial profit budgets 

As already indicated, partial profit budgets -
usually simply called partial budgets - are used 
to evaluate the effect on farm profit of a proposed 
change in the way a farm is operated and run. For 
this purpose, farm profitability can be regarded as 
being measured by net farm earnings (see Section 3.2). 
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Partial budgeting is most appropriate to evaluate 
the effects of relatively small changes in farm orga
nization or methods. If large-scale changes such as 
a major reorganization in the enterprise mix are being 
contemplated, whole-farm budgeting (as described in 
Section 4.6) may be more appropriate, even though 
a partial approach is still possible. Partial l:ludgcting 
is therefore a very useful farm planning method. In 
any farm management study it would be unusual not 
to encounter a number of alternatives relating to the 
conduct of a particular farm enterprise. Partial bud
geting provides a convenient way of comparing the 
profitability of such alternatives. Moreover, as we 
shall show, partial budgeting is a relatively simple 
procedure. The method can readily be taught to 
extension workers, or even to farmers, provided they 
have a minimal level of literacy. For this reason, 
partial budgeting may be said to have the widest 
potential use of the planning methods discussed in 
this manual. 

The first step in partial l:ludgeting is to describe 
carefully and exactly the change in farm organization 
or method!. being considered. This is important be
cause experience teaches that a common source of 
error in partial budgeting is confusion about the 
exact nature of the change under review. To min
imize the risk of such error, the proposed change 
should be spelt out in some detail, and should be 
written down at the head of the budget which should 
also show the date of the analysis. These steps will 
also minimize possible confusion if the budget is 
referred to again at some later date. 

Next, the gains and losses resulting from the spec
ified change should be listed and quantified. Deal
ing with losses first, these can be classified under trro 
headings. First, there are the extra expenses or costs 
that occur because of the proposed change. Second. 
to these must be added any gross income or revenue 
foregone in consequence of the change; that is to say. 
any revenue which would be received under the 
present farm system, but which would no longer be 
received if the change under review were to be imple
mented. 

On the other side of the budget, the gains also can 
be classified into two categories. First, any expenses 



or costs saved as a consequence of the proposed 
chanae should be detailed. These are costs that 
would have been incurred under the existina system, 
but that would be avoided if the proposed change 
were to be adopted. Second. to these gains (if any) 
should be added any extra gross income or revenue 
that arises in consequence of the proposed change. 

The change in fann profit associated with the 
budgeted change can now be calculated quite simply 
as total gains minus total losses. If total gains are 
greater than total losses, the budget obviously indi
cates that the proposed change is profitatAe. If the 
converse is true, the indication is that the change is 
not profitable. Of course, this assessment of the 
change in farm profit is contingent upon the cor
rectness of the technical and financial data used in 
the budget. 

In partial budgeting it is not always possible to 
quantify and include in the budget all the factors 
bearing on the decision as to whether or not a pro
posed change should be implemented. It is there
fore a good idea, as the next step in the analysis, to 
list any important non-pecuniary factors bearing on 
the choice. These factors will include such consid
erations as the degree of risk associated with the 
change, the implication of the proposal for the farmer 
and his family in terms of the amount and nature 
of the work to be done, and the management skill 
required to operate successfully the proposed new 
farm system. Any prerequisites for the successful 
implementation of the proposed change should also 
tc noted. An example is where additional capital 
is required which must be borrowed, so that a loan· 
must be arranged. 

When both the pecuniary and non-pecuniary aspects 
of the proposed change have been set down, it should 
be possible to make a recommendation on which 
the fanner or farmers to whom the partial budget 
is relevant may act. Thus in an extension context, 
the merits of some proposed new production tech
nology can be assessed to determine whether it should 
be widely promoted among farmers by the extension 
service. Similarly, the results of partial budget anal
ysis can be used to answer policy maker's questions 
about the effects on farm output, income and resource 
use of some actual or proposed policy change. 

When using partial budget analysis in an advisory 
or extension context, it is, of course, most important 
that any recommendation based on the budget results 
should take account of the farmer's aims and objec
tives. Where the change is being investigated on 
behalf of not one, but a group of farmers, a general 
recommendation might be made, but any individual 
circumstances predisposing a contrary conclusion 
should also be noted. If there is only one farmer to 
be considered, it is always a good idea to discuss the 
budget with him and. if appropriate. with other 
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members of his family. The final decision to adopt 
or not adopt a particular proposal --must always rest 
with the farmer in consultation with his family, since 
it is they, and not the farm management analyst, 
who have to bear the consequences of the decision. 

Finally, at least when working in an advisory 
context, the analyst may need to do some follow-up 
work to ensure that a change, which has been rec· 
ommended in the light of budget results, can be 
successfully implemented. It may be necessary to 
monitor the progress of the farm to see that the new 
system is being correctly introduced. Supplies of 
new inputs may need to be arranged, or the farmer(s) 
may need to be instructed in new management skills. 
If products new to the district are to be produced, 
marketing channels may need to be established, and 
so on. 

By way of an example of partial budgeting, con
sider the case of a small farmer in the Cook Islands 
in the South Pacific who grows about I ha of veg
etables for the local market and for export to New 
Zealand. He is considering the purchase of a second
hand imported tractor with basic cultivation imple
ments. The farmer's aim in making the purchase is 
to avoid having to pay hire charges to a contractor 
to cultivate his land, and to earn some income by 
doing contract work for his neighbours. A budget 
for this proposed change is set out in Table 5.1. 

The table includes a definition of the change to 
be considered, the date of the analysis, the losses 
and gains in annual income and expenses that it is 
anticipated would result from the proposed invest
ment, and hence the forecast change in profit. Other 
considerations of a non-pecuniary nature are also 
briefly noted. Note that, among these other consid
erations is the fact that, by owning his own tractor. 
the farmer could perform his cultivations in a more 
timely manner. If this can 1:.-t: expected to increase 
yields, the benefits of improved timeliness should 
have been included in the budget under the heading 
of "extra revenue". However, in this case, these 
benefits proved too difficult to quantify and therefore 
were not included in the main part of the budget. 

The recommendation to be drawn from the budget 
of Table 5.1 obviously depends on the importance 
the farmer attaches to having ready access to a 
tractor when he needs it. However. this consideration 
would need to carry consideratAe weight to offset 
the estimated loss of $285 per annum cour-!ed with 
the extra input of time demanded of the farmer. 

A feature to note in the example budget in Table 
5.1 is the treatment of the capital costs associated 
with the purchase of the tractor. Because this cap
ital cost does not occur every year. it does not ap
pear in the budget as an annual cost. Instead, the 
initial cost of the tractor and implements is shared 
over the expected economic life of the equipment, 



Table 5.1 A PAilTIAL BUDGET FOR PURCHAS8 OF A TRACTOR 

Change under review: Purchase of a second-hand tractor and implements for $5 000 to sa"vc on contract charges and to earn 
extra income by doing contract work for neighttour~. 

Date: May, 1978. 

Losst•s• 

Extra costs: 

Depreciation: $5 000/5 
Interest on average inve~tment: 0.1(5 000/2) 
Fuel and repairs: 220 hrs at $2.50/hr 
Annual licence fee 

Revenue foregone: 

Nil 

fotal losses 

tiJ 

I 000 
250 
550 

25 

I 825 

Extra profit = I 540- I 825 = -$285, i.e., a loss of $285. 

Other considerations 

I. l!Uproved timeliness. 
2. Reduced risk of tractor not available when required. 
3. $5 000 loan required. 
4. Farmer must work extra 220 hrs per year. 

• Annuul basis. 

which in this case was five years, leading to an 
annual depreciation cost of $1 000. If it had been 
anticipated that the equipment would have had any 
appreciable salv~ge value at the end of this period, 
the annual depreciation and interest charges would 
have been calculated slightly differently according to 
the formulae D = (C-S)/L and I= i (C+S)/2 where 
D is annual depreciation charge, C is capital cost, 
S is salvage value, L is economic life in years, I is 
annual interest charge and i is the relevant annual 
interest rate. This contrasts with the depreciation 
and interest charge calculations of Table 5.1 which 
assume a salvage value of zero after fi;: -years. 

In the budget of Table 5.1 the interest charge is 
calculated on the assumption that the required cap
ital is borrowed at an interest rate of 10 percent 
per annum calculated on the balance of the loan. 
Hence an interest charge on the average sum bor
rowed is included in the budget. If the capital is 
found from the farmer's own sav=ags, held perhaps 
in a savings bank. the interest item would appear on 
the same side of the budget but under revenue fore
gone, rather than under· extra costs. The amount 
would be calculated as above but using the rr.te of 
interest paid by the bank. 

It should be noted that the methods of dealing 
with changes in the capital position of the farm 
described above are somewhat approximate. If this 
aspect of the proposed change is considered im
portant, a partial cash flow budget. as described in 
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r. a ill.\' • (!) 

Cosu saved: 

Hire of contractor: 70 hrs at $7/hr 490 

Extra revenue: 

Contract work for neighbours: 150 hrs at $7/hr I 050 

Total gains I 540 

Section 5.3 below, may be more appropriate than 
a partial profit budget. 

A second example of a partial budget is given in 
Tal:Jle 5.2. This example relates to a possible change 
in the balance of enterprises on a cropping farm in 
the Cameron Highlands of Malaysia. The proposed 
change is to expand the production of Chinese cabbage 
with a corresponding reduction in the area devoted 
to tomatoes. A toial of 5 acres (2.02 ha) is involved 
in the proposed change. 1 It is possible to grow 
three crops of chinese cabbage in a year. but only 
two crops of tomatoes. It is not implied that these 
crops would be grown consecutively on the same 
piece of land, but rather that the overall annual 
farm rotation would be modified to incorporate 
three 5-acre chinese cabbage crops instead of two 
5-acre crops of tomatoes. 

The extra costs show in the budget of Table 5.2 
the variable costs of Chinese cabbage production, 
while revenue foregone is the gross income previously 
earned from two 5-acre crops of tomatoes. On the 
other side of the budget, costs saved are the variable 
costs of tomato production, and extra revenue is 
the gross income which would now 1:.e earned from 
Chinese cabbages. 

l Non-metric units are used in this example to correspond 
with current usage in the country concerned. 



Table 5.2 A PAlTIAL BUDOI!T Foa A C.:HANOB lN CROPPINO PROOR.AMM!. 

Change under r~>vlew: Replacement in annual rotation of two plantinsa of tomatoe5 of five acre~ by three plantinss of Chinese 
<;abbage. 

Date: June, 1976. 

Losses• 

Extra costs: 

S X 3 acres Chinese cabbege: 
Planting materials, M$26/ac 
Fertilizer, M$1 132/ac 
Insecticide, M$148/ac 
Fungicide, M$69/ac 
Wee<.licide; M$27/ac 
Fuel, M$44/ac 

Revenue foregone: 

5 X 2 acres tomatoes at M$4 200/ac 

Total losses 

Extra profit = 80 465 -- 63 690 = M$16 175. 

Other cvnsidemtion:r 

(M$) 

390 
16980 
2220 
I 03.5 

405 
660 

42000 

63690 

L increase in family labour input (30 man days). 
2. Small reduction in risk. 

• Annual basis. 
Source: Based on data gi•·cn by Chiew (1976). 

In this case, the budget shows an increase in an
nual profit for the proposed change. Although the 
change implies an increase in the amount of family 
labour needed, it is assumed that this labour is 
available, and a recommendation might well be made 
in favour of the proposal. 

5.2 Gross margin budgets 

It should be reasonably evident that a budget such 
as the one shown in Table 5.2 above, relating to a 
change in the levels of the enterprises in a farm 
plan, can be more simply constructed using gross 
margins. The budget of Table 5.2 records the gross 
income foregone and the variable costs saved for the 
enterprise being reduced in scale (tomatoes), and 
the extra gross income and additional variable costs 
fe-r the enterprise being expanded (Chinese cabbage). 
A simpler presentation is therefore achieved by 
deducting the variable expenses from the gross in
come of each crop. In the example above, the two 
gross margins would be calculated as shown in 
Table 5.3 for tomatoes and in Table 5.4 for Chinese 
catlbage. These tables represent simplified activity 
budgets for the two enterprises, as outlined in Sec
tion 4.3. The partial budget to calculate the extra 
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Gains • 

Cost1 saved: 

S X 2 acres tomatoes: 
Planting materials, M$7 /ac 
Fertilizer, M$1 197/ac 
Insecticide, M$182/ac 
Fungicide, M$173/ac 
Wcedicide, M$28/ac 
Fuel, M$47/ac 

Extra revenue: 

S x 3 acres Chinese cabbage at M$4 275/ac 

Total gains 

(MJ) 

70 
11970 

1820 
I 730 

280 
470 

64125 

8046.5 

profit from the change is then simply constructed 
using the enterprise gross margins as follows: 

Losse:r 
Gross margin foregone: 

2 X 5 acres tomatoes 

at M$2 566/acre 

Gains 
Extra gross margin: 

3 X 5 acres of Chinese 

MJ 

25660 

Ml 

cabbage at M$2 829/acre 42 435 

Extra profit = 42 435-25 660 = M$16 775 

The use of gross margins for calculating the ef
fect of changes in farm organization on farm profit 
in the manner just illustrated is obviously very con
venient The procedure has already been illustrated 
in the context of farm programming in Section 4.5. 
However. in using gross margin for partial budgeting, 
there are some dangers which must be kept in mind. 
First, there is an obvious temptation to conclude 
that farm profit can always be increased by ex
panding those enterprises showing a high gross mar
gin per unit land area at the expense of those showing 
a lower return to land. As has been illustrated in 
Chapter 4, this might not always be so because of 



Table 5.3 GROSS MARGIN BUDGET FOR TOMATOES 

Gross income/acre: I IMIJ 

175 piculsfacre at M$24/picul I 4 2tl0 

Variable expenses/acre: (MIJ 

Planting materials 7 
Fertilizer 1 197 
Insecticide IR2 
Fungicide 173 
Weedicide 2R 
Fuel 47 

-
Total I 634 

Gross margin/acre 2 566 

Approximate growing period 5 month.; 

Labour input 154 days 

resource and other constraints. If the areas of the 
crops with high gross margins per unit of land are 
expanded without regard to tht! constraints, a likely 
consequence is that fixed expenses will be increased. 
perhaps to the point where the increase in total gross 
margin is more than offset. It follows. therefore. 
that partial budgets should be constructed using 
gross margins including explicit consideration of the 
effect of the proposed change on the level of fixed 
expenses. Thus, the appropriate format for a partiai 
budget using gross margins is as follows: 

Losses 

Gross margin foregone 

Extra fixed expenses 

Total losses 

Gains 
Extra gross margin 

Fixed expenses saved 

Total gains 

Extra profit = B - A. 

A 

B 

I 
w 

X 

= W +X 

s 
y 

z 

- y+z 

In our gross margin budget example of Tables 5.3 
and 5.4 above, no changes in fixed expenses were 
anticipated, so that there was no need to set out the 
budget in this more complete form. 

The second danger in the gross margin budgeting 
approach is the implicit assumption of linearity in 
gross income and variable expenses. While Chinese 
cabbage presently being grown on the farm in our 
example above may indeed yield a gross income of 
M$4 275 per acre on average, with average variable 
expenses of M$1 446 per acre, as set out in Table 
5.4, it may not be safe to assume that the additional 
three 5-acre crops will also produce the same gross 
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Table 5.4 GROSS MARGI:S BUDGET FOR CHINESE CABBAGE 

Gross income/acre: (MIJ 
190 piculs/ncrc at M$22.5/picul 4 275 

Variable expenses/acre: (M$) 

Planting materials 26 
Fertilizer 1132 
I nsecticidc 148 
Fungicide 69 
Weedicide 27 
Fuel 44 

Total 1446 

<Jross margin/acre 2 829 

Approximate growing period 4 months 

Labour input 106 days 

income per acre with the same level of variable ex
penses. Perhaps the additional area may have to be 
grown on less suitable land or at a less appropriate 
stage in the rotation, so that the yield will be less 
than for the existing area. More fertilizer may be 
ne.:ded to achieve the same yield. Alternatively. it 
may be that, because a larger proportion of the farm 
is now devoted to Chinese cabbage, the incidence of 
pests and disease will be increased. As a result, 
spraying expenses may be greater, not only on the 
additional area, but also on the existing area. 

The gross margin budgeting format set out above 
does not provide a convenient framework for con
sideration of non-linearities of the types just described. 
If such non-linearities are thought to be present in a 
particular case, the more general partial budgeting 
format, discussed in Section 5.1, is more appropriate. 
Moreover, the danger in the gross margin approach 
is that proper consideration may not be given to 
possible non-linearitics. For this reason, gross margin 
tudgeting should be used with caution. It is not a 
technique that is recommended for use by inexpe
rienced farm management workers. 

5.3 Partial cash flow budgets 

Cash flow budgeting has already been discussed 
and illustrated with a fairly comprehensive example 
in the context of development budgeting in Section 
4.7. The main purpose here is to emphasize that 
cash flow budgets may be constructed on a partial 
basis, as well as on a whole-farm basis. In partial 
cash tlow budgeting, only those cash flows which 
would be changed as a consequence of some pro
posed change in the farm plan are included in the 
budget. 



Partial cash ftow budgets may be drawn up on a 
short, medium or long-term basis. A short-term 
budget would be constructed to show the effects on 
the seasonal pattern of cash ftow of the ch~nge under 
review. It would therefore normally be drawn up 
on a monthly basis, probably with a planning ho
rizon of one year. A medium-term budget would 
extend over perhaps two or three years with cash 
flows typically recorded quarterly, while a long-term 
budget would extend over several years and the cash 
flows would normally be reported on an annual basis. 

Short and medium-term partial cash ftow budgets 
are of limited value in most circumstances, since, 
with these shorter time horizons, the usual purpose 
of cash ftow budgeting is to establish the feasibility 
of a particular farm plan in h::rms of capital and 
credit. As discussed in Section 4.4, this question 
can usually best be investigated on a whole-farm 
basis. However, long-term partial cash flow budgets 
do find considerable use for evaluating the profita
bility of some proposed change in the farm plan 
using discounting methods. In fact, although the 
development budget in Section 4.7 above was drawn 
up on a whole-farm basis, the evaluation of net 
present value (NPV) and internal rate of return (IRR) 

was carried out in a partial way, i.e., the proposed 
development project was evaluated in terms of the 
changes in net cash flows compan:d with the existing 
farm system. 

For a further. rather more siraightforward example 
of partial cash flow budgeting, we turn again to th..: 
budg..:t for the purchase of a farm tractor in the Cook 
Islands. A partial profit budget for this proposal is 
given in Table 5.1. For a simple investment decision 
of this kind, where no development phase is involved, 
an adequate economic appraisal can be made in the 
way illustrated in Table 5.1. However, an alterna
tive evaluation, which is theoretically slightly more 
satisfactory, can be made using a cash flow tudget 
coupled with the NPV criterion. The relevant cal
culations arc shown in Table 5.5 for the five-year 
period corresponding to the expected life of the 
tractor. 

The budget is set out in a manner which parallels 
the format of a partial profit budget. Cash flows 
lost, in the form of extra pavments of foregone re
ceipts, arc r..:cord..:d for each year in the planning 
period. Similarly, gains in the form of payments 
saved or extra receipts are also enumerated. Sub
tracting total cash flow losses from total gains indi
cates the extra net cash ftow in each period covered 
by the budget. These net cash flows can then be 
discounted to find the NPV or IRR. In the example, 
the NPV is calculated by discounting using an an
nual cost of capital or interest rate of 10 percent. 
It is reassuring to note that the NPV found is neg
ative, implying that the investment would not be 
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Table 5.5 PARTlAL CASH FLOW BUDOBT FOR PURCHASB oF 11 
TRACTOR* 

__ .. ____ YcarO I Yea~ II Yt':u~j Year31 Year41 ~~r-~ 
($) 

Losses 
Extra pay-
ments: 

Cost of 
tractor 5000 - -- - - -
Fuel and 
repairs - 550 550 550 550 550 
Annual 
licence fee - 25 25 25 2S 25 

Receipts 
foregone: 

Nil - - - -- - -------------Total annual 
losses 5000 575 575 575 575 575 

I 
Gains 

Payments 
saved: 

Hire of 
contractor - 490 490 490 490 490 

Extra receipts: 
Contract 
work - I 050 I 050 I 050 I 050 I 050 

-------------Total annual 
gains -- I 540 I 540 I 540 I 540 I 540 

--
Extra net cash 
flow -5000 +965 +965 +965 +965 +965 
Discount factor b 1.0000 0.9091 0.8264 0.7513 0.6830 0.6209 
Present value -5 000 +877 +797 -T-725 +659 +599 

Net present value • = -St 343. 

• Fur details of the propu>cd change, sec Table 5.1. Budget pre· 
pared in May 1978. 

b A"ummg an annual interest rate of 10 percent, i.e .. ; = 0.10. 

profitable. This conclusion conforms with that found 
in the partial profit budget of Table 5.1. 

Partial cash flow budgets of the form illustrated 
are most appropriate for evaluating changes of a 
developmental nature, i.e., where costs of making 
the change arc spread over more than one year, 
andjor where there is a time lag of a few years be
fore the full benefits of the change occur. In this 
context, if inflation should be a significant factor, 
it should be taken into account as outlined in Sec
tion 4.7. 

5.4 Parametric budgets 

As discussed above, budgeting is concerned with 
predicting the consequences of alternative courses 
of action. In this sense, as noted in Section 4.5, they 



constitute perhaps the simplest approach to farm 
system simulation. However. be~ause the future is 
always to some degree unpredictable, many of the 
planning coefficient!~ used in budgets are uncertain. 
Rates of technical performance may be diftkult to 
predict because they vary from year to year and 
from farm to farm, and may be inadequately doc
umented. Similarly, prices of inputs and outputs 
may vary in a largely unpredictable way. Budgets 
are ordinarily constructed using the "best estimates" 
of future rates of performance and prices. A test 
estimate can be takt:r • .tS the mean or expected value 
of the farmer's or analyst's subjective probability 
distribution for that coefficient or required piece of 
data. In addition, the term "best estimate" implies 
that all reasonable steps have been taken to gather 
relevant inf,)rmation, so that the degree of uncertainty, 
or variance, surrounding the estimate is as low as 
practicable. Because the amount of evidence that 
can be gkaned varies from one planning codlkicnt 
to another, the degree of uncertainty will also vary 
fwm cuc!Ticient to cocnlcient. The planner will often 
be.: well advised to consider the effc.:ct on lhe budget 
uf t.kparturc~ in uncertain planning coefficients from 
the estimatc.:s initially adopted. 

Jn some cases, one particular planning coefficient 
may be regarded as a key source of uncertainty. A 
useful vari:tnt of plrtial budgeting in such a case is 
known as hreak.·e~·en budgeting. In this method, 
which is usually applied to partial profit budgeting. 
the budgd is drawn up to establish the value of the 
selected coefficient at which gains and losses arc 
equal. The value so determined is known as the 
tn:ak-even value. The merit of the method lies in 
the fact t:1at it changes the nature of the assessment 
that must be n'ade in regard to the uncertain coef
ficient. ln~tead of assessing the expected value, the 
planner or farmer can assess the probabilities that 
the actual value will be above or below the established 
brcak-ewn level. Thus, the chance that the pro
posed change will prove profitable can te assessed 
(subject to all other coefficients taking their expected 
values). It is usually easier to assess the probability 
of an uncertain coefficient exceeding or :ailing below 
a specified value than ii. is to assess an expected value 
for that coefficient. If the break-even value is found 
to he very high or very low, a conclusion about the 
likely profitability of the change under review may 
be drawn with a high degree of confidence. 

The break -even budgeting method can be illus
trated using the example of the partial profit budget 
for the purchase of a tractor presented in Table 5.1. 
The decision in this case can be seen to hinge on the 
amount of contract work obtained. The demand for 
contract work in the district might be viewed as 
highly uncertain, so that it would be useful to estat
lish the break-even value for the number of hours of 
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work obtained. The required break-even budget is 
shown in Table 5.6. 

The procedure in break-even budgeting is to assign 
some pronumeral, in this case, h for hours, to the 
key uncertain coefficient. (A pronumcral is a letter 
or other symbol used to represent a number.) The 
partial profit budget is then druwn up in the usual 
way except that the expression for extra profit, found 
as gains minus losses, becomes an algebraic expres
sion involving the pronumeral. The break-ev .;n value 
is then found by setting this expression equal !o 
zero and solving, as illustrated in the lower part 
of Table 5.6. 

The notion of replacing a selected planning coeffi
cient in a budget with a pronumeral can be extended 
to more 1han one coefficient. Such budgets are called 
parametric budgets and arc designed to show the 
effect on (extra) profit of variations in the selected 
planning coefficients. Thus, break-even budgets are 
really a special category of parametric budgets. 

Parametric budgeting is best explained using an 
example, and we turn again to the budget for the 
purcha~c of a tractor. Suppose that now we wish 
to investigate the effects of different assumptions, 
not only about the amount of contract work obtained, 
but also about the economic life of the equipment 
and about the level of fuel an~ '"~!'lair costs per hour 
worked. Ea~J of these plam:;,:::~ coefficients can be 
represented by a pronumeral and a parametric bud
get can be drawn up as shown in Table 5.7. 

As shown in Table 5.7, the expression derived for 
increase in profit, D, in terms of the three selected 
parameters, h, t and f. is 

(5.1) D = 215 + 7h- 5 000/t -- f(70 +h). 

This expression can now be used and interpreted in 
a numbl::r of ways (Cassidy, 1964). One possibility 
is simply to evaluate the expression for selected 
values of the parameters. The values used might be 
those judged relevant to a particular case, so that 
the parametric budgeting approach provides a ;:neans 
of extending the application of the budget to a num
bi!r of farms with somewhat differem circumstances. 
(For an example of a very extensive parametric live
stock budget intended for use in this way, see 
Byrne, 1964.) An extension of this approach is to 
tabulate the values of D for particular values of h, 
t and f within the ranges judged relevant. However, 
perhaps the best way of summarizing the results of 
such evaluations is in graphical form, as illustrated 
in Figure 5. I. 

The graphs in Figure 5.1 are drawn to permit 
evaiuation of D for given values of h. f and t. Use 
of the graphs is illustrated for h = 150, f = 2.5 and 
t = 5, which were the values used in the original 
partial profit budget of Table 5.1. For these values 
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Figure 5.1. Graph to evaluate expression for extra profit 
in tractor purchase budget ex:.mple of Table 5.7. 

of the three parameters, Figure 5.1 shows a net loss 
of -$285, as calculated in the original tJudget 

The construction of Figure 5.1 may warrant some 
explanation. It is developed from a rearrangement 
of expression (5.1) above into the form 

(5.2) D = [215 + 7h- f(70 + h)]- 5 000/t. 

The term in square brackets is evaluated first and is 
plotted on the horizontal axis of Figure 5.1 for values 
of h in the range of interest and for selected values 
of f. In the lower right-hand quadrant of the figure, 
the final term incorporating t is introduced. Because 
the graphs to be plotted are linear, it suffices to find 
two points on each line, which can then be joined 
using a ruler to obtain the lines shown. 

Before leaving the topic of parametric budgets, it 
should be noted that although the usual applicatic:::t 
of the method is in the context of partial profit bud
gets, parametric budgeting can also be applied to 
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other kinds of partial budgets, such as cash flow 
budgets. For example, the partial cash flow budget 
of Table 5.5 could be constructed using the same 
parameters as in Table 5.7. The net present value 
~auld thereby be found as an expression involving h, 
f and t, and this expression could be evaluated 
graphically or in other ways, as described above. 
The chief difference would be that the parametric 
cash ftow budget would prove rather more com
plicated than the parametric profit budget. 

The procedures of break-even and parametric bud
geting can also be applied to whQle-farm budgets. In 
a break-even context, the value of the coefficient of 
concern can be determined at which some selected 
measure of overall farm profit is zero, or is equal to 
some chosen critical value. Likewise, parametric 
procedures can be used to reflect the effects on overall 
farm performance of variations in a number of 
planning coefficients. 

5.5 Risk budgeting 

Risk budgeting :s a form of parametric budgeting 
adapted to the case where probability distributions 
have been specified for the uncertain coefficients such 
as yields and prices, and where the aim is to assess 
the probability distribution of the resulting profit 
or gross margin. Again, like other forms of bud
geting. it is a type of simulation modelling as dis
cussed in Section 4.5. 

To give a simple example of risk budgeting. the 
gross margin per unit area of a cash crop can be 
defined as 

(5.3) g = y (p-u)-v 

where g is gross margin ($/ha); 

y is yield (t/ha); 
p is price ($/t); 
u is those variable expenses that are related to 

the level of yield ($/t); and 
v is those variable expenses not related to the level 

of yield ($/ha). 

In the typical case, both y and p will be uncertain 
and subjective probability distributions on these un
certain quantities might be assessed. Risk budgeting 
is concerned with using these distributions, together 
with estimates of u and v, to find the probability 
distribution of g. 

In some special cases it is possible to calculate 
statistics of the distribution of g directly from infor
mation about the distributions of y and p. For most 
distributions of y and p likely to be considered, it 
is straightforward to calculate the mean and varia!lce 
of g (Anderson and Doran, 1978). If higher-order 
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Table 5.6 8RB.UC:-EVBN BUDOBT FOR TilE PURCHASB OF A TRACTOR 

Change under review: Purchase of a second-hand tractor and implements for S5 000 to save on contract charges and to cam>· 
extra income by doing contract work for neighbours. 

Date: May, 1978. 

Pronumera/: Let h = hours of contract work performed. 

Losses• 

Extra costs: 

Depreciation: $5 000/S 
Interest on average investment: 0.1(5 000/2) 
Fuel and repairs: (70 + h) hours at $2.50/hr 
Annual licence 

Revenue foregone: 

Nil 

Toia1 losses 

E.ttra pl'o{it = 490 + 7h - I 450 - 2.5h 
= 4.Sh- 960. 

Break-even value: 

1000 
250 
175 + 2.5h 
25 

1 450 + 2.Sh 

Gains• 

Costs s1ved: 

Hire of contractor: 70 hrs at S7/hr 490 

Extra revnrue: 

Conu-act woik. for neighbours; h hn at 17/br 7h 

Total gains 490 + 7h 

When extra profit is zero, 4.Sh - o,;.n = 0, i.e., h ~ 2!3.3 hours. 

Other consideralions: As noted in Table S.l. 

• Annual basis. 

Table 5.7 PARAMETRIC BUDGirr fOR nm PURCHASE OF A ntACTOR 

Change under n•view: Purchase of a second-hand tractor and implements for $5 000 to save on contract charges and to e ... m 
extra income by doing contract work. for neighbours, 

Date: May, 1978. 

Parametric variables: Let: 

h =hours of contract work performed; 
t = economic life of machinery; 
f = fuel ami repair costs per hour worked. 

Losses• 

Extra cost.r: 

Depreciation 
Interest on average investment: 0.1(5 000i2) 
Fuel and repairs: (70 + h) hours at $f/hr 
Annual licence fee 

Revenue foregone: 

Nil 
Total losses 

5 000/t 
250 
f(70 +h) 

2.5 

5000/t + 275 

+ f/(70 +h) 

Extra profit -·- 490 + 7h - 5 000/t - 275 - ((70 + h) 
= 215 + 7h - s 000/t - f(70 +h). 

Other considerations: As noted in Table 5.1. 

• Annual basis. 

Gains• (J) 

Co~ts saved: 

Hire of contractor: 70 hrs at $7/hr 490 

Extra revenue: 

Contract work for neighbours: h hrs at $7/hr 7b 

Total gains 490 + 7b 

89 I 



moments of the distribution of g are needed, such as 
the third moment which is used to measure the 
skewness of the distribution, some difficulties may be 
encountered, especially if the distributions of y and 
p are not independent. Similarly, if it is desired to 
obtain the whole distribution of g, perhaps to display 
in the form uf a cumulative distritution function for 
subjective evaluation of the degree of risk, direct 
analysis will be applicable only in a few special cases. 
When direct analysis fails, the best operational ap
proach is by use of simulation based on Monte Carlo 
sampling as illustrated by Anderson, Dillon and 
Hardaker (1977, Ch. 8). 

The Monte Carlo method applied to risk budgeting 
involves pseudo-random sampling from the distribu
tions of the uncertain parameters in the budget to 
obtain a set of planning coeflicicnts. The arithmetic 
involved in calculating the required gross margin is 
then performed in the usual way, and the whole 
process is repeated many times. The resulting distri
bution of values of the gross margin can then be 
summarized in some informative way. For example, 
the distribution might be plolted as a cumulative 
distribution function, or required summary statistics 
(such as the estimated mean and variance) of the 
gross margin can be calculated. 

Because of the relatively large sample size (i.e., 
runs of the budget simulation model) needed in 
applying the Monte Carlo risk budgeting procedure 
outlined above, a ~:omputer is usually used to imple
ment such analyses. One set of computer pro
grammes dcvel::>ped for this purpose has been pro
vided by Anderson (1976). The following illustrative 
applkation of the method is taken from that source. 

The case studied relates to a decision maker in
tcrcstcd in a risk evaluation of the gross margin per 
hectare of tarlcy. Variable expenses for the crop 
are regarded as being virtually certain at l).82jha. It 
is assumed, largely for the sake of expediency, that 
uncertainty in the yield and price of barley can be 
adequately captured using triangular distributions. 
This brm of distribution has the advantage of being 
wmpletcly defined by only three parameters -- the 
highest possible value, the lowest possible value, 
and the most likely or modal value (Anderson, Dillon 
and Hardaker, 1977, Ch. 8). These parameters for 
the assessed distributions of the yield and price of 
barley are given in Table 5.8. It is assumed that 
there is uo correlation between yield and price, i.e., 
that the two distributions are independl:!nt. 

The above data were processed using the Monte 
Carlo method of risk budgeting. Summary statistics 
of the distribution found for the gross margin per 
hec:are are given in Table 5.9. In additic:'n, the results 
are plotted in the form of a cumulative distribution 
function in Figure 5.2 which shows, for example, 
that there is a probability of 0.75 that the gross mar-
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Table .5.8 PERFORMANCE MEASURES FOR BARLEY - RISK 
BUDOIITING EXAMPLE 

l'ie/cl (tflra) 

Worst possible yield 1.00 
Most likely yield 1.75 
Highest possible yield 2.50 

Price (1ft) 
Worst possible price 60 
Most likely price 75 
Highest possible price 90 

Table 5.9 SUMMARY STATISTICS OF STOCHASTIC GROSS MAROJN 

Mean ($/h:l) 
Standard deviation • ($/ha) 
Coefficient of skewness b 

46.6 
25.1 

0.36 

• Square root of \"ariance. 
b Coefficient of skewness, 111 = Ml/V•·• where M1 is the th!rd cen· 

tr~l moment and V is the variance. The coc!lidcnt is positive or 
negative according ns the distribution is ~kewcd positiVely (long 
tail above mode} or neg~tivcly (long tail below mode). 

l.'J 

~ 
o. 7~ 

~ 

~ o. ~ 0 .. 
0. 
0 ,. 

~ 0.2 

~ 

0 120 140 

Gross mar9l.n ($/hal 

Fi~:ure 5.2. Smoothed cumulative distribution function for 
the distribution of barley gross margin. 

gin per hectare will be below $62. The information 
in Figure 5.2 and Tab!P. 5.9 could be used hy the 
decision maker to assess the riskine~s of the barley 
gross margin. Similar data for other cash crops could 
be processed in the same way and would allow the 
relative attractiveness of barley vis-a-vis other crops 
to be assessed. A risk-averse farmer might well 
elect to grow a crop with a lower expected gross 
margin if the results of risk budgeting showed it to 
be less risky than the alternatives. 
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6. INPUT-OUTPUT BUDGET ANALYSIS 

Much data relating the level of crop yield or output 
to different levels of inputs are generated via agre
nomic experiments. This is particularly so for such 
imponant inputs as fertilizers, insecticides, fungicides, 
weedicides, and labour, animals and machinery used 
in crop production. Likewise, animal feeding experi· 
ments often generat"' data relating feed inputs or 
stocking rate of livestock output. In Chapter 7, 
econometric procedures relating to the estimation and 
economic analysis of input-output relationships (or 
production functions) based on such data are out· 
lined. Less elaborate and more direct procedures 
for the economic appraisal of such data and the der
ivation of farmer recommendations from them are 
presented in this chapter. The basis of these pro
cedures is partial budget analysis as outlin~.J in 
Chapter 5. When applied to the analysis of input
output data, such partial budgeting is known as 
input-output budget analysis. As already intimated, 
the input-output alternatives being compared will 
usually relate to the different treatments used in an 
experiment or set of comparable experiments. How
ever, data on differing input-output combinations 
may also be available from farm surveys and such 
data may also be appraised via input-output budget 
analysis. 

The aim of input-output budget analysis is to de
rive farm recommendations which are consistent with 
the farmer's desires to increase expected ;ncome, 
to avoid undue risk and to make the best possible 
use of his scarce investment funds. 

To illustrate input-output budget analysis, we will 
use the maize-fertilizer trial data shown in Table 6.1. 
These data encompass the results of eight tri~ls each 
with the same set of 12 nitrogen-phosphate fertilizer 
combinations or treatments. Each of the yield levels 
listed in Tabie 6.1 is the average of the three repli
cations run of each treatment in each of the trials. 
These average yields provide the best estimate of 
the treatment output that would be obtained on the 
entire field in which the particular trial was located. 
Trials 1 to 4 were conducted in one year and, respec
tively, trials 5 to 8 the next year at the same sites. 
Thus the data have both a spatiai (four different sites) 
and a time (two different years) dimension. 
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The data of Tab!~ 6.1 are those used by Perrin 
et a!. ( 1976) in their exposition of input-output bud
geting which, with their permission, is followed here 
so that the more thoroughgoing treatment presented 
in th:ir CIMMYT Manual can be used as a direct 
supplement to the presentation of this chapter. 

6.1 Data and analysis requirements 

To be successful, input-output tudgeting should 
lead to recommendations that are acceptable to farm
ers. This implies two things: first, the data used in 
the analysis must be representative in the sense that 
they should fit the farmer's production conditions. 
otherwise the farmer will not obtain the results 
predicted by the analysis; second, the procedure used 
in evaluating the data should be consistent with the 
farmer's goals and with the factors - particularly 
his tenure and resource situation - that influence 
his ability to achieve those goals. 

DATA REI'RESENTATIVENESS 

Whether the data used come from experiments or 
from a farm survey, they must relate to a group of 
farmers from within an ag:oclimatic zone whose 
farms :.re similar and who use much the same prac
tices. Such a group of farmers constitute a recom
mendation domain. This is the domain or farmer 
target group to which the data must relate and be 
relevant. and to which recommendations from the 
analysis will be directed. The data of Tatle 6. I re
late to such a recommendation domain. They encom
pass four representative sites across the region to 
which they relate, involve two years of results so as 
to give some account of climatic variability over 
time. and relate to practices (use of N and P) which 
are of interest and feasible for farmers in the region. 

MEETING FARMER GOALS 

It is impossible to conduct experiments on each 
individual farm and make recommendations tailored 
to each individual farmer. The best that we can 



Table 6.1 MMZ£ YII!.LDS (T/R\ N' 14 PERCE!'o1' MOIST\.'1\E <;RAIN) BY FERTILIZEP. TRI!ATMENT IN l!.!OHT TRIALS 

------------~------------------------------------------------------------------
Fe• lilit~r treatment (kg 'ha) 

--T-r-ia-1 --~-l=o_,_= -+-g __ l;-_sg_-i!,--l_og_-ii_J_sg_--il. __ ~_,l_~_o_-TI-1_~. t~_-;-l_s_&_+--l-~_1;--_lf_o ---;.~-~-~-
1 4.23 l 

2 
3 
4 
5 
6 
7 
8 

0.40 
1.53 
4.15 
2.42 
1.64 
1.61 
4.14 
1.21 

1.24 
2.60 
4.86 
3.82 
1.92 
2.94 
5.41 
2.33 

3.63 
5.14 
4.80 
5.23 
2.08 
4.14 
4.29 
1.97 

3.76 
5.32 
4.87 
4.48 
2.19 
4.34 
4.92 
2.23 

0.79 
1.67 
4.44 
2.36 
2.04 
1.81 
4.91 
1.53 

Average 1 2.21 l 3.14 1 3.91 1 4.01 1 2.44 

Source: Perrin cl al. (1976). 

generally do is to make generalized recommendations 
that arc oriented to a particular recommendation 
domain but with, as need be, some differentiation of 
recommendations for farmers of different tenure type 
(such as owners and share-farmers) within the domain. 
The individual farmer may then select from and 
adj11st these recommendations to his own unique 
circumstances as dictated by his resource and tenure 
situation, his goals, and his prel'crcnces about how 
I:Je~t w usc his resources to achieve those goals. 

As noted in Section 1.3, farmers may have diverse 
goals and varying constraints on their achievement. 
To make generalized recommendations from input
output budget analysis, some simplification is nec
essary. The assumption made is that farmers think 
in terms of net benefits as they make their decisions. 
For example, a weed-conscious farmer will re..:ognize 
that by eliminating weeds from his field, he will be 
likely to benefit by harvesting more grain. On the 
other hand, he wili also recognize that he must give 
up some cash to buy herbicides and then give up 
some time and effort to apply them, or he must give 
up a lot of time and effort for hand weeding. The 
farmer will weigh ihe benefits gained in the form 
of grain (or other useful products) against the things 
lost (costs) in the form of time and cash given up. 
The net result of this weighing up in the farmer's 
mind we refer to as the net benefit from a dccisior 
- the value of the benefits gained minus the value 
of the things given up. 

While the farmer can make his own judgements 
about net benefits intuitively by applying his own 
judgements about trade-offs between monetary and 
non-monetary elements, and his own judgements and 
preferences about the risks he might face, as an 
outsider the farm management analyst has to be 
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2.58 
3.79 
5.00 
4.54 

' ~ ..... J 

3.92 

s 22 I 
2.7!! 

5.10 
4.97 
6.26 
3.12 
3.6! 
5.38 
2.49 

4.72 
6.83 
5.28 
7.17 
2.93 
3.81 
5.14 
2.80 

1.67 
1.41 
5.12 
1.61 
l.44 
1.!8 
5.10 
1.37 

2.51 
4.13 
5.66 
4.41 
3.44 
3.89 

4.88 I 
3.51 

3.28 
5.89 
6.36 
5.38 
3.32 
5.38 
4.54 
3.75 

3.6ti 
6.27 
6.62 
b.58 
3.62 
4.92 
5.28 
4.35 

3.88 1 4.40 1 4.84 1 2.36 1 4.05 1 4.74 1 5.16 

more systematic. Accordingly, likely net benefits are 
jucged in monetary terms, attaching so far as possible 
money values to all the clements of the net benefit 
calculation even though no money transactiort may 
actually occur. This, of course, does not imply that 
farmers are concerned only with money. It is simply 
a device to represent the process that goes on in the 
farmer's mind. For example, if our weed-conscious 
farmer were quite commercialized, we could attach 
anticipated market prices to the labour, herbicides 
and grain in the net benefit calculation. But if he 
were a subsistence farmer, we would have to employ 
the concept of opportunity cost to represent the 
values he places on labour and grain since there 
would be no money paid out or received. Oppor
tunil_, -ost is the value of any resource in its best 
alternative use. Consider the opportunity cost of 
the farmer's time. If he has a job off the farm which 
he has to give up temporarily to weed his field, then 
the opportunity cost of his time in weeding his maize, 
say, is the wage he would have been earning if he 
had stayed in his job instead. Suppose, however, 
that the best alternative use of his time is working 
on his tobacco crop. and that a day's work on to
bacco will increase the value of the tobacco harvest 
by $6. In this case, the opportunity cost of his time 
in weeding maize is $6 per day since that is what 
he gives up by weeding his maize instead of tending 
his tobacco. But what if the fanner would merely 
sit in the shade if he were not to weed his maize? 
Is the opportunity cost of his time zero? This is not 
very likely since most people place some value on 
relaxation. Still, it is difficult to guess the value 
which a farmer places on leisure if that is the highest
valued alternative use of his time. Likewise, if the 
alternative being considered involves a drastic reor-



ganization, say, of the farm cropping pattern. it muy 
be impossible to estimate opportunity cost withoui. a 
thoroughgoing whole-farm analysis. As in these ex
amples. reliable estimates of opportunity cost may 
often not be readily available. In such cases the best 
that can usually be done is to use a judgemental 
estimate c vpportunity cost. 

As well as the problem of simplifying the net ben
efit calculation by using money as a comn,on de
nominator, there are three other problems to lie met 
in making farmer recommenda•i011s from input-out
put budget analysis. Accommodating "esourcc con
straints (particularly scarcity of investment funds) is 
one and handling uncer dJ ;ty (arising particularly 
from price and climatic v(lciation) is another. These 
two difficulties are respectively considered in Sec
tions 6.4 and 6.6 below. The third problem is that 
of allowing for differences in the tenure status of 
farmers. This question is discussed in Section 6.7. 
Until then it is assumed (unrealistically) that there 
are no differences in tenure status between farmers 
in the n:.:ommendation dom:~in so that, other things 
being equal, the budget evaluation of costs and ben
efits is the same for all farmers. 

6.2 Estimating benefits and costs 

In applying partial budgeting to sets of yield re
sponse data (such as that of Table 6.1) in order to 
carry out input-output budget analysis. it is useful to 
define more precisely a number of elements that enter 
the budg;?t calculations. Aso;uming that the farmer 
is an own~:r operator or a cash renter and not a 
share-farmer or landlord, the relevant definitions arc 
ns follows: 

Net yield is the measured yield per hectare in the 
field, minus harvest and storage losses where ap
propriate. 

Field price of output is the value to the farmer of 
an additional unit of production in the field prior 
to harvest. Farmers who sell part or all of their grain 
will be concerned with money field price while those 
who :onsume the entire crop will be concerned with 
opportunity field price. Maner field price of output 
is the market price of the product minus harvest, 
storage, transportation and marketing costs. nppor
tunity field price of output is the money price which 
the farm family would have to pay to acquire an 
additional unit of the product for consumption. 

Gross field benefit is the net yield times field price 
for all products from the crop. In general, this may 
include money benefits or opportunity benefits. or 
both. 

Field price of an input is the total value which 
must be given up to bring an extra unit of input onto 
the field. 
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Money field price uf an input refers to money val
ues such as purchase price or other direct expenses. 

Opportunity field price of a11 inpllt refers to the 
value of input opportunities which must be given up, 
i.e., the value of the input in its best a~ternative use. 

Field cost of em inpllt is its field price multiplied 
by ihc quantity of that input which varies with the 
dcdsion. It may lx: expressed as money field cost 
or opportunity field cost, or perhaps bath, depending 
on the input. 

Total field cost (or variable cost) of the decision 
is th>! sum of field costs for all inputs which are af
fected by the choice. Such va::-iahle cost c<J a consist 
of either money costs or opportunity cost~> or both. 

Net benefiis arc equal to total gross field benefits 
minus totll field costs. 

While the above definitions ar~ couched in terms of 
crop production. analogous definitions (on a per ani
mal rather th<tn per hectare basis if desired) apply 
for livestock production. 

Should the farm decision maker be a share-farmer. 
appropriate adjustment must be made to the above 
definitions so that they relate only to the share
farmer's share of input and output. Likewise, if it is 
th1' landlord and not the share-farmer who is the 
relevant decision maker, the defined quantities must 
be in terms of the landlord's share of input costs 
and output returns. 

6.3 A naive example 

Assuming that share-farming considerations are not 
relevant, partial budget analysis of each of the (N,P) 
treatment yield averages over the c:ght trials of 
Table 6.1 is shown in Table 6.2. The yield cu-ves 
in Figure 6.1 provide a graphic picture of the avaage 
yield response. Both Tatle 6.2 and Figure 6.1 omit 
con:-.ideration of the yield variability associated with 
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Figure 6.1. Average yield response curves for nitrogen at 
three levels of phosphorus based on the data of Table 6.1. 



Table 6.2 PARTIAL BUVOET .\ .... \LYSIS OF TRI!-\TMENT YII'.LD AV!!RAGES FROM MAILE TRIALS OF TABLE 6.1 

Fcrlilizer treatment (kg/ha) 

Budget element 
N: 0 

I 
50 l I I I 

so 
I l I o I 50 i 100 , 150 lllO ISO 0 !00 ISO 

PIOl: 0 0 0 0 25 25 25 25 so 50 50j5il 

-- -~---------'--- _l ------

(I) Average yield (t/ha) 2.21 I 3.91 4.01 2.44 3.881 4.40 I 4.84 3.141 2.36 4.05 4.74 5.16 
(2) Net yield (t/ha) 1.99 2.83 3.52 3.61 2.20 3.49 3.96 4.36 2.12 3.64 4.27 4.64 
(3) Gross field benefit 

2 830 13 520 ($/ha @ $1 000/t) I 990 3 610 2200 3 490 3 960 4360 2120 I 3 640 4 270 4640 
(4) Nitrogen ($8/kg N) 0 4oo I soo I 200 0 400 800 1200 0 400 800 1200 
(5) Phosphate ($10/kg P20~) 0 01 0 0 250 250 250 I 250 500 500 500 500 
(6) Variable money costs I 

($/ha) [(4) + (5)J 0 400 I 1!00 1200 250 650 1 osr; I 450 500 900 1 300 1700 
i7) Number of applications 0 I I 2 2 1 I l 2 I I 2 2 
(8) Cost per application I 

(2 man-Jays @ $25) 50 50 i 50 50 50 50 50 50 50 50 so 50 
19) Opportunity cost ($/ha) i 

{(7) X (8)] 0 50 100 100 50 50 100 100 50 50 100 100 
!10) Total variable costs ($/ha) 

[16) + (9)] 0 450 900 I 300 300 700 1 150 I 550 550 950 1400 I 800 
I 11) Net benefit ($/ha) 

2 '·20 12 310 2 790 12 810 12 810 [(3)- (10)] I 990 2 31!0 1900 I 570 2 690 2 870 2 !!40 

each treatment across locatkms and across time. This 
will be considered later. 

Table 6.2 shows the alternative choices of fertilizer 
levels as column headings, then the average yield 
for each, followed by net yield after adjusting down
ward I 0 percent for assumed harvest and storage 
losses (!his adjustment being judged the appropriate 
one for the recommendation domain being consid· 
ered). The marktt price judged relevant for maize 
in the area is $1 200 per ton, but after making cor
rections for harvest costs, transportation costs and 
shrinkages, the field price ot additional yield is 
estimated to be $1 000 per ton. Resulting gross 
field benefit is shown in line 3. Lines 4. 5 and 6 of 
the table calculate the variable money cost and lines 
7. 8 and 9 the variable opportunity costs; total vari· 
able costs are calculated in line 10 and the net ben· 
efit per hectare of each alternative is given in line 11. 
The cost items, of course, reflect the cultural prac· 
tices of the recommendation domain (animal tillage 
and hand application of fertilizer); likewise fertilizer 
field prices include transport cost, and labour op
portunity cost is a judgement based on discussion 
with fanners in the area. 

The net benefit estimates given in line II of Table 
6.2 complete the partial budget analysis of the aver· 
age treatment yields from the experiments of Table 
6.1. One might be tempted at this point to choose 
the (N,P) treatment of (100,50) as the generalized 
recommendation. However, this would be a hasty 
choice as no consideration has yet been given to the 
questions of capital scarcity, yield uncertainty and 
risk aversion. 
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6.4 Allowing for capital scarcity 

The analysis of Table 6.2 is naive in not con
sidering the cost of capital (and also risk). It is im
portant to ai!ow for the cost of capital because 
shortage of capital is a general feature of small 
farmers and must be allowed for in deciding on rec
ommendations to be made to them, otherwise the 
recommendations are unlikely to be acceptable. 

By investme11t capital is meant the value of inputs 
<purchased or owned) which are allocated to an en
,erprise with the expectation of a return at a later 
point in time. By the cost of investment capital is 
meant the benefits given up by the farmer through 
having his capital tied up in the enterprise for a 
period of time. Such cost oj capital may be a di
rect cost in the form of an interest charge that has 
to be paid; or it may be an opportunity cost in the 
form of earnings given up by not using the funds, 
or an input already owned. in their best alternative use. 

The cost of capital for small farmers in developing 
countries is generally quite high. Interest charges 
by moneylenders are often in excess of 100 percent 
per year. This can effectively double the cost of 
inputs purchased with such loans. Tao, most small 
farmers have very little capital of their own and 
want to invest it only in inputs giving high returns. 
This means that the opportunity cost of capital, as 
well as the direct cost, is quite high for these 
farmers. 

Two ways to include the cost of capital in input
output budget analysis would be to either increase 
the cost of each input by an appropriate amount or 



to include a direct or opportunity interest charge 
element as a cost item in the budget (as in the analysis 
of Table 5.1). Another approach, and the one 
followed here, is to charge no cost to capital in the 
budgeting procedure, but instead to attribute net 
benefits as a return to invested capital. This rate of 
return to capital can then be compared with the 
rate which this capital would realize in alternative 
uses. If the calculated return for a production al
ternative is above the opportunity rate of return 
then we can judge the first to be desirable from the 
point of view of the farmer (assuming all alternative~ 
are equally risky). 

For generalized recommendations, however, we 
need to work on the basis of a minimum rate of 
return which will be acceptable to farmers in the 
recommendation domain. There is no clear basis 
for selecting such a minimum rate. Taking ac
count of the direct or opportunity cost of capital and 
allowing for risk (as discussed in Section 6.6 below). 
it is generally accepted that the rate of return to 
farmers on their working capital over the cropping 
season should be at least 40 percent, of which half 
is an allowance for risk. Of course, no great ac
curacy can be claimed for this rule of thumlJ. Some 
pwple, for example, would place the figure at 50 
percent or even 100 percent and these figures will 
be appropriate in some cases. particularly for sub
sistence farmers in areas with high yield variability. 

6.5 Marginal analysis of net benefits 

The series of partial budgets constituting an input
output budget analysis can be evaluated graphically 
as a net henefit cun·e. This curve shows the rela
tionship between the variat•Ie costs of the alterna
tives and their expected net benefits. The net ben
efit curve is constructed by plotting each of the 
alternatives under consideration according to its net 
benefit and variable cost. and then drawing a graph 
through the undominated alternatives, as shown in 
Figure 6.2 f0r the fertilizer data of Table 6.2. The 
domhuued alternatives arc those which would never 
be chosen because relative to them there is at least 
one other alternative which has a higher or at least 
an equal net benefit and a lower variable cost. Under 
normal circumstances we would never expect a farmer 
to choose a dominated alternative. Thus in Figure 
6.2 the only undominated (N ,P) alternatives are (0,0), 
(50,0), (50,25), (100,25) and (100,50). 

Marginal analysis may now be applied to the net 
benefit curve of Figure 6.2 (i.e., to the undominated 
alternatives of Table 6.2) in order !o ass;!SS just how 
the net benefits of inve~tment increase as the amount 
invested increases. Marginal net benefit is the aspect 
of significance. i.e., the increase in net benefit ob-
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Figure 6.2. Net benefit curve based upon the partial budget 
analyses of Table 6.2. [Numbers in parentheses represent 
(N, P) combinations in kg/ha] 

tainable from a given increment of investment. Thus 
in the example of Figure 6.2, the marginal net 
benefit from investing $450 in 50 kg of N is 
$2 380-$1 990 = $390. The next possible incre· 
ment of expenditure is to spend an additional $250 
for 52 kg of P~O,,, thereby taking us from the 
(50,0) to the (50,25) alternative. The marginal net 
benefit from this increment in expenditure is 
$2 790-$2 380 = $410. The marginal rate of return 
to a given increment in expenditure is the marginal 
net benefit divided by the marginal cost. Generally, 
it is expressed as a percentage. Thus the marginal 
rate of return of the first increment in fertilizer in
vestment capital in Figure 6.2 is determined as: 

Marginal net benefit/Marginal cost 

= (2 380 - 1 990)/( 450 - 0) 
- 390/450 
= 87%. 

For the second increment of investment, the marginal 
rate of return is likewise: 

Marginal net benefit/Marginal cost 

= (2 790-2 380)/(700- 450) 
- 410/250 
= 164%. 

Of course, it is not necessary to construct a net 
benefit curve to determine the undominated alterna
tives. This can be done directly, as shown in Table 
6.3, by listing the alternatives in order of net benefit 
and then deleting dominated alternatives by inspec
tion (any alternative which has a variable cost equal 



Table 6.3 DOMINANCE ANALYSIS OF FERTILIZER INVJ?.STMENT 
ALTERNATIVES 

Investment alternative 
Net benefit Variable D.:.min:~ted? 

I cost 
N P201 

I 
(1/ha) (kgfha) (kgfha) ($jlla) 

2 870 100 50 1400 No 
2840 150 50 1800 Yes 
2 810 100 25 I 150 No 
2 810 !50 25 I 550 Yes 
2 790 50 25 700 No 
2690 50 50 950 Yes 
2620 100 'J 900 Yes 
2 380 50 0 450 No 
2 31(\ ;50 0 1300 Yes 
1 990 0 0 0 No 
1900 0 25 

I 
300 Yes 

1 5"'0 0 50 550 Yes 

to or higher than any alternative above it is dom
inated). Thus we obtain the five undominated al
ternatives of Table 6.4, which are of course the same 
as those making the net benefit .:urve of Figure 6.2. 

Table 6.4 presents the marginal net benefit, mar
ginal cost and marginal rate of return for each 
input-output investment altemative. Considering the 
listed rates ~1f return, and applying the general rule 
of thumb that farmers will not want to make an 
investment unless it returns at least 40 percent per 
crop season as proposed in Section 6.4, it is obvious 
that farmers would generally be willing to invest 
both the first $450 for 50 kg of N and the further 
~.250 for 25 kg of P"O~. With n~J.rgia1al rates of 
return of 87 and 164 percent respectively, both 
these increments yield well over the required 40 per
cent. But farmers in the recommendation domain 
would in general not want to invest more on N and 
P than this first $700. Thus using the marginal 

Table 6.4 MARGJN.\L ANALYSIS OF UNDOMINATED FERTILIZER 
INVESTMI!NT ALTERNATIVES 

Alternative Change from next 
highest benefit 

Net Variable 
benefit cost Mar· Mar- Marginal 

N P20• gina! gina! rate of net 

I benefit cost return 

(kg/ha) (l:g/ha) ($Jha) ($/ha) ($j1Ja) ($fila) (%) 

100 50 2 870 1400 60 250 24 
100 25 2 810 t 150 20 450 4 

~ --50 25 2 790 700 410 250 164 
-450 

.. 
so 0 2 380 390 450 87 
0 0 1990 0 - - -
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analysis appro<Ich and a m1mmum return criterion 
of 40 percent per crop season, we could be rather 
confident in recommending the (50,25) investment 
alternative. On the other hand, if risks were not 
great and n-rv cheap credit were available so that 
farmers were, perchance, happy with a 10 percent 
return over the crop season, then a recommendation 
of (100.50) with a total investment ouday of $1 400, 
i.e.. $700 beyond (50,25). and a marginal rate of 
return of (2 870- 2 790)/700 = 11 percent would 
be acceptable. 

The above a"alysis has not included a specific 
consideration of risk. This is taken up in Section 6.6 
below. First, howe·:cr, we should note the contrast 
between the correct (i.e., marginal) analysis we have 
applied and the incorrect approach of applying a 
global or averag~,; basis of analysis. The rate of 
return to the extra S700 expenditure incurred by 
using the (100,50) alternative rather than the (50.25) 
alternative is 11 percent. But the average rate of 
return to the entire expenditure of $1 400 entailed 
f.:>r the (I 00.50) alternative is (2 870- 1 990)11 400 
= 63 percent. On the hasis of a 40 percent min
imum return criterion. this appears adequate - but 
that would be an incorrect conclusion since marginal 
analysis shows that. while the farmer would be 
earning 63 percent on his ~~ 400 outlay. he would 
in fact be earning 114 percent on the first S700 and 
only II percent on the last S700 invested. 

6.6 Allowing for variability in net benefits 

Particularly for small farmers, risk is an important 
consideration. This is esp~cially trut: for farmers 
near the subsistence level. For them an occasional 
net Joss can have very serious consequences. 

Risk due to variability in net benefits from a par
ticular investment can arise from two sources. These 
arc variability in yield and variability in prices or 
opportunity costs. We will consider each of these 
risk elements in tum. 

YIELD VAR!ABILITY ANO MlNI\IUM RETURNS ANALYSIS 

Two major types of yield variability that will 
occur with any particular level of inrmt use in any 
recommendation domain are differences across space 
(i.e., from location to location or site to site) and 
across time (i.e .. , between seasons or years). Both 
spatial and time variability are well illustrated by 
the net benefit data of Table 6.5 based on partial 
budget analyses of the fertilizer-trial data of Table 6.1. 
As previously noted, trials 1 to 4 relate to four 
different sites in one year, and trials 5 to 8 respec
tively refer to the same sites in the following year. 
The net benefits listed are based on constant prices 
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and relate to the average yield of the three repli
cations run of each treatment at each site. While 
there will be variation in yield at a particular site 
between replications of the same treatment, we do 
not need to consider this within-site variation as it 
simply corresponds to the usual variation faced by 
farmers within a particular field and for which they 
automatically allow. 

The average net benefits for all dght trials listed 
at the bottom of Table 6.5 formed the basis of our 
marginal analysis (without regard to risk) in Section 
6.5 above. 

Inspection of Table 6.5 shows substantial vari
ability across both space and time. For example, for 
the (50,25) alternative, net benefits range from a high 
of $4 000 to a low of Sl 620 with an average net 
benefit of $2 790. More importantly, notice that no 
single treatment consis!cntly gives the highest net 
benefit across the trials either overall or across sites 
or years. 

The data of Table 6.5 (Omc from a set of agro
nomic experiments involving a relatively consistent 
and careful paltcrn of managem~nt. If the basis 
of the data wac a farm survey, there would also 
be a further source 0f variation due to inevitable 
variations in management pra..:tice between sample 
farml!rs in any recommendation Jomain. Such inevi
table variation in management practice will also in
duce variation in the benefits u farmer may expect 
in applying recommcndatin!1s t,:tsed on input-output 
budget analysis from experiment-based data. 

To summari1c, there arc three S')Urccs of yield 
variability h1 b;! recogni;~d in attempting to predict 
farm p.:rformancl! of alternativl! input investments. 
Thl!y are: 

(I) Site-to-site or spatial variability under the 
s::tme management conditions. 

12) Year-to-year or time variability under th..: 
same management conditi0ns. 

( J) Management level variability on a given site 
in a given year. 

Minimum returns analysis provides a method of 
examining the relative risk of disaster of alternative 
investment possibilities. In Section 6.4 we suggested 
adding a 20 percent risk premium onto the direct 
cost of capital as a rough rule of thumb. Minimum 
returns analysis provides a further refinement to 
complement such a rule of thumb. The procedure 
of minimum returns analysis is to appraise the worst 
25 percent or so of the outcomes of each alternative 
under study. If the proposed recommended alterna
tive based on marginal analysis appears to be no 
more risky than current farmer practicl!, confidence 
in the proposed recommendation is enhanced. If, 
on the other hand, the proposed recommendation is 
found to have worst results which are poorer than 
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the poorest from current farmer practice, then the 
recommendation needs to be reconsidered. 

To carry out minimom returns analysis at least 
five or six sets of observations on each investment 
alternativl! are needed. Too, if experiment-based 
data are being used, as well as "successful" trials. they 
should encompass all those trials which failed or 
were abandoned because of drought, flood, insects or 
disease etc. so long as these failures occurred for 
reasons that might also confront farmers. Failed or 
abandoned trials should only be excluded if they 
arose because of factors that would not occur in 
farm production. 

Table 6.6 presents the worst net return from the 
eight trials for each investment alternative of Table 
6.5. For this set of data, the alh!rnative recom
mended by marginal analysis. i.e., (50,25). is also 
the investment which has the b.:st worst return 
(Sl 620) across the eight situations. Thus a farmer 
concerned about occasional low returns could not do 
bcticr than to choose this alternative. 

The last line of Table 6.6 shows thl~ average net 
return for the worst two outcomes of each of the 
studied alternatives. Again the (50,25) alternative 
provides nearly the highest average. 

Often the alternative selected by marginal analy"is 
will prove to be significantly inferior to others in 
terms of downside risk or minimum net return. In 
such cases, account must be taken of the impor
tance attached to :-isk by farmers in the recomrtwn
dation domain and 1.1 decision made as to whether 
or not to adjust the recomrr..!ndation. 

PRICE VARIABILITY AND SENSITIVITY ANALYSIS 

In assessing net benefits in input-output budget 
analysis, just as with any whole-farm or partial 
budgeting, it is generally impossible to be sure of 
the prices to be used. This is especially true for prod
uct prices and labour costs. As with yields, product 
prices ami labour costs will vary both over time and 
across locations. In particular, different farmers 
will attach different opportunity costs to their time. 

How serious such errors in estimation may be 
can be ascertained by using sensitivity analysis. 
Under this procedure, the prices judged uncertain 
or prone to error are changed within likely bounds 
of the original budget estimate to determine if the 
ranking of alternatives is affected. Sensitivity anal
ysis in budgeting is thus a particular application of 
parametric budgeting as outlined in Section 5.4. 

To demonstrate the use of sensitivity analysis, 
consider whether errors in estimating labour cost 
could have an important effect on our fertilizer 
recommendation example. From Table 6.2, we see 
that of the five undominated treatments of Table 
6.4, the first two require four extra days of labour, 



Table 6.6 MINIMUM RETURNS AN.\LYSIS OF HIE HRTILIZER INVESTMENT ALTERNATIVES OF TABLE 6.5 

Allernati\•c (N,Pl investments 

Net benefit ---~-----··--· -----
I 

(0,0) I (~O.Ol i ( !(lll,O) ! • lSO.c 1 ttl 2~ I 

------- -----

Worst 360 670 !\70 670 I OXO 

Second worst t 090 1280 970 710 I 200 
Average of worst 

two observa-
lions 725 975 920 690 I 140 

the second two require two extra days of labour, 
and the last no extra labour. Would a change in 
labour price affect the ranking of these undominatcd 
alternatives'! At the previously established field 
price of IJbour of $25 per man-day, the (100,50) al
ternative returns a net benefit $80 higher than the 
(50,25) alternative. However, if we increased the 
field price of labour to $65 per man-day, both would 
return the same net benefit, calculated as follows: 

(50,25) i!OO,Stll 

Gross field benefit $3 490 $4 270 
Variable money costs 650 l 300 
Variahle labour costs (at $65/day) 130 260 

Total variable costs 780 1 560 
Net benefit $2 710 $2 710 

Thus for farmers whose opportunity cost for labou.· 
approaches $65, the (100,50) alternativt: would give 
no increase in benefits over the (50,25) alternative. 
This provides further argument for the recommen
dation of (50,25) from marginal analysis. Further. 
comparing the (50,25) and (0,0) alternatives, it can 
be shown (again usir.g parametric budgeting) that 
for any labour field price up to $212 per day. the 

I 

I 

. ------- ·- '-· - ,,_ ---- .. . -
I 

1 ( '50.25i i \ I (){~:1 j_~ Lil~'>tl:. I 'i0,2'i) I ~ lil0~2'i 1 I (0,)1)) I )0,5li I 

-- - ------ -·· 

(I fila) 

i 620 ' I 090 970 510 I 310 I 550 I 460 
I 800 I 660 I OIJO 680 2 150 I 590 1490 

I 7!0 I 375 I 030 595 I 730 I 570 I 475 

(50,25) alternative would still offer a higher net 
benefit. Thus we can be confident that errors in 
estimating labour field price will not affect the cor
rectness uf our re~.:ommending the (50,25) alternative. 

Now suppose we were interested in whether maize 
price changes of up to 20 percent would affect the 
n:l:ommcndation to be made. The maize field price 
range to be considered is thus a low of $800 to a 
high of $1 200 per ton. At a field price of $1 200 
p1'r ton, the t:tuestion is whether (100,50) should 
replace (50,25) as the recommendation. At $800 per 
ton, it is whether (0,0) should replace (50,25). Rel
evant calculations are thus as follows: 

Maize: lic:ld '>rice ol: 

$1 200/t $800/t 

(50,25) ( 100,50) (0,0) 

Gross field benefit $4 188 $5 124 $1 592 $2 792 
Variable costs 700 1 400 0 2 700 

--·-- ·-- --
Net field benefit 3 488 3 742 1 592 2092 

Marginal net benefit $236 $500 
Marginal rate of return 34% 71% 
Marginal rate of return 

at $1 000/t II% 114':)(, 

Table 6.5 N!!T BENEFITS ALTERI"ATIVE FERliLILllit INVESTMENTS BY SITE AND YEAR ($/ha) 

Alternative (N,P) investments 
Trial Year Site 

I I I 
I I 1 (100.25) I 

I 

I (100,50) I CISO,SOJ (0,0) (150,()) (0.25) (50,25) 
I 

(0,50) I (50,0) (100,0) I I (150,25) (50,50) 
I 

I I I 1 A 360 670 2 370 2080 2 410 1 620 2660 2 700 950 I 310 1550 1490 
2 1 8 1380 1 890 3 730 3 490 1200 2 710 3440 I 4600 720 2 770 3 950 3 840 
3 1 c 3 740 3 920 3420 3 1)30 3 700 3 800 3 320 3 280 4060 4140 4 320 4160 
4 1 D 2180 2990 3 810 2 730 I 820 3 390 4 480 4900 900 3020 3440 4120 
5 2 A I 480 1 280 970 670 I 540 2190 1660 1090 150 2 150 1 590 1460 
6 2 B 1450 2200 2 830 2 610 1 330 2 830 2 100 1 880 510 2 500 3 440 2 630 
7 2 c 4270 4420 2960 3 130 2120 4000 3 690 3 oso 3 990 3 440 2690 2 930 
8 2 D 

I 
1090 1 650 870 710 I 080 1 800 1090 970 680 2 210 1980 2120 

Average 11990 '2380 2620 2310 !1900 1279012810 281011570126901287012840 
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Thus at the higher maize price, the {100,50) .'!Iter
native hecomes nearly high enough to warrant rec
ommendation (assuming a minimum return criterion 
of 40 percent). It there was a good chance of a 
maize field price of more than $ I 200, this alternative 
would need to be seriously considered. However, 
the calculations show that even if the maize price 
were as low as $800, the (50,25) recommendation 
is still sustained since even though the marginal rate 
of return falls from 114 percent tc- 71 percent, it 
is still handsomely above 40 percent. 

6. 7 Allowing for tenure differences 

Oft:.:n the recommendation domain of interest will 
involve significant groups of farmers having different 
types of tenure but of a relatively common form 
within each group. If these tenure types are such 
that each implies a diffen.:nt relative relationship 
between enterprise costs and benefits, a single gen
eralized recommendation from input-output budget 
analysis may often be inappropriate. In particular, 
this is likely to be the case if the recommendation 
domain includes, vs one of its ~ignificant tenure types, 
share-farming situations where the proportionate share 
of co~ts of the farm decisiun maker (whether he be 
the landlord or the share-farmer) is not the same as 
his proportionate share of benefits. The appropriate 
rc~.:ommcndation for such decision makers will not 
nece~sarily be the same as it would for an owner 
operator, a cash n.:nter or the decision maker in a 
share-farming arrangcment where all costs and re
turns arc shared in the same pmportion. 

In using input-output budget analysis to derive a 
n:commcndatinn for share-farming decision makers 
rather than owner operators or cash renters, exactly 
the :-;arne principles apply relative to allowing for 
capital scarcity and risk as outlined in the previous 
sections of this chapter. The only difference is that 
the partial budget analysis along the lines of Table 
6.2 must be made in terms not of total enterprise 

costs and returns but in terms of the decision maker's 
share of these costs and returns. 

To illustrate tl:!e above considerations, suppose 1'he 
recommendation domain to which the data of Table 
6.1 relate contains significant groups of (I) owner 
operators, (il) share-farmers on an arrangement where
by the share-farmer is the decision m..:ker and all 
costs and returns of the crop are shared between the 
share-farmer and the landlord in the respective pro
portions of 60 percent and 40 percent, i.e., a 60 : 40 
share agrtement, and (iii) share-farmers on an ar
rangement whereby the landlord is the decision maker 
and receives 75 percent of the crop and provides all 
the purchased non-labour inputs while the share
farmer receives 25 percent of the crop and provides 
all the required labour. Taking appropriate account 
of these tenure arrangements, the net benefits for 
each fertilizer alternative can be calculated in similar 
fashion to that of Table 6.2; they are as listed in 
Table 6.7. Note that the net benefits for the owner
operator decision maker are the same as in Table 6.2 
since that table assumed the farmer to be an owner 
operator er cash renter. Note also that the relative 
net benefits of the different alternativcs to the 60:40 
share-farmer follow the same pattern as for the owner 
operator because this share-farmer shares to the same 
degree (60 percent) in alJ costs and benefits· conse
quently the share-farmer's net benefits are 60 per
cent of the owner's net benefits. For the share
farming situation where the landlord is the decision 
maker, however, the differential sharing of costs and 
benefits causes the relative relationship between the 
net benefits of the alternatives to be altered. 

Table 6.8 presents marginal analysis of the average 
net benefits of undominated alternatives for the 
landlord decision maker. For the owner-operator 
and share-farmer tenure situatio~s. the undominated 
alternatives and their marginaV rates of return arc 
as shown in Table 6.4. Comparing Tables 6.4 and 
6.8, it can be seen that the landlord's three undom
inated alternatives are the same as the last three 
for the owner-operator and share-farmer situations, 

Table 6.7 AVERAUE NET BENEFITS OF ALTERNATIVE. FERTILIZER INVESTMENTS BY TENURE SITUATION OF RJ!.LEVANT DECISION MAKER 

Alternative (N,P) investments 
Decision m:~kcr 

1 (50.0) 1 (100.0) 1 ( 150.0) ! ) (50.25) 1 (100.25) 1 (150.25) 1 (0.50) 1 (50.50) 1 (100.50) ) (150.50) (0,0) (0,25) 

($jha) 

Owner operatc-r • 1990 2 380 2620 2 310 1900 I 2 790 2 810 

I 
2 810 1 570 2690 2 870 2 840 

Share-farmer • 1 194 1 428 1 572 t 386 1 140 

I 
lf.i74 1686 1 686 941 1 614 t 722 t 704 

Landlord • 1492 I 722 1 840 t 507 1400 1967 1920 I 1 820 1090 1830 1 902 1 780 

' 
• As in Table 6.2. 
• Havin!J n 60 percent share of all enterprise •osts and benefits. 
• Rcceivmg a 75 percent share of benefits and paying all purchased non-labour inputs. 
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Table 6.8 MARGINAL ANALYSIS OF LI\NDLORD IJECISION 
MAICER'S UNDOMINATED FERTILIZER INVESTMENT 
ALTERNATIVES 

I 
Alternative Char~c from next 

big est benefit 
----Net Variable 

benefit cost Mar- Mnr-
gina! Marginal gina! 

N P20s rate net cost of benefit return 

(kgjha) (kg/ha) (1/ha) (1/ha) (ljha) ($/ha) (%) 

50 25 1967 650 245 250 98 
so 0 I 722 400 230 400 S1 
0 0 1492 0 - - I -

but that the landlord's tenure arrangements with his 
share-farmer are such as to delete the (100,50) and 
(100,25) alternatives from consideration. Howl!ver, 
comparing the marginal rates of return in Table 6.4 
and 6.8, it is apparent that on the basis of a 40 per
cent minimum return criterion and without taking 
account of risk, the appropriate recommendation for 
the landlord decision maker would be the (50,25) 
alternative. Perchance, this is the same as suggested 
by Table 6.4 for the owner-<Jperator and share-farmer 
situations. It must be emphasized that such coin
cidence of preferred alternatives is by no means 
always t.o be expected. This being so, input-output 
budget analysis needs to be carried out for each sig
nificant tenure group in the recommendation domain. 

As outlined in Section 6.6 above, risk analysis to 
take account of yield and price variability could 
also be applied to the data of Table 6.1 from the 
point of view of the landlord decision maker. 

6.8 Summuy 

The procedures of input-output budget analysis 
may be summarized as follows: 

I. Define the recommendation domain of interest 
and ascertain the extent to which it contains 
significant groups of farmers having different 
tenure status. 

II. For each significant teaure group, calculate 
average net benefits to the farmer decision 
maker for each investment alternative. 
A. Estimate benefits for each alternative as 

follows: 
(1) Calculate average farm yields for each 

alternative. 
(2) Estimate the field price of products. 

For sellers, this will be the local farmer 
market price less cost of harvest, shell-
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ing/threshing, storage, transportation 
and marketing. These costs will gen
eral!y total at least 10 percent of the 
market price, sometimes much more. 
For subsistence farmers, local market 
price plus transportation and marketing 
costs may be more appropriate. 

(3) Multiply field price per unit by the de
cision maker's share of average farm 
yield for each product and sum to ob
tain gross field benefit for each alter
native. 

B. Estimate variable costs for each alternative 
as follows: 
(l) Identify the variable inputs, i.e., those 

items which are affected by the choice 
of alternative. Include chemicals, seed, 
labour, equipment, etc. as appropriate 
depending on the decision maker's 
tenure situation. Estimate the quantity 
of each of these inputs used for each 
alternative. To estimate the quantity of 
labour and equipment required under 
farmer conditions, familiarity with 
farmers' practic~s is required. 

~2) Estimate the field price of each input. 
Normally this will be retail price plus 
transportation costs for purchased in
puts. Field price of labour will nor
mally be an opportunity cost. Start 
with the farm labour wage rate and 
adjust if the labour is needed at a very 
busy season or a very slack season. 

(3) Multiply the field price of each relevant 
input by its quantity and sum over in
puts to obtain the variable cost for each 
alternative. This will include a money 
cost component and an opportunity cost 
component. 

C. Substract the decision maker's variable costs 
from his gross field benefit to obtain the 
net benefit for each alternative. 

Ill. Using marginal analysis, choose a recommended 
treatment for each significant tenure group as 
follows: 
A. Array treatments from high to low net re

turns. Eliminate dominated alternatives. 
Calculate the rate of return to each incre
ment in capital. Graph the net returns 
curve if several alternatives are involved. 

B. Select ns the recommendation the alterna
tive which offers the highest net benefit 
and a marginal rate of return of at least 
40 percent (or some other critical level 
judged appropriate) on the last increment 
of capital. 



tV. Check the suitability of the recommendation 
for each signifu:ant tenure group from the point 
of view of yield and price variability as folJows: 
/\.. Use minimum returns analysis to compare 

the minimum returns from the selected al
ternative to those from all other alterna
tives. If it compares unfavourably. a dif
fe:rent recommendation may be more con
sistent with local farmers' circumstances. 

B. Use sensitivity analysis to determine wheth
er the choice of recommendation is sensi
·Jvc to product or input prices which are 

particularly subject to estimation error. If 
the recommendation is sensitive to these 
changes, consider changing the recommen
dation or obtaining more information about 
the price in question. 

6.9 Reference 

PERRIN, R.K., D.L. WlNKBLMANN, E.R. MoscARDI and J.R. 
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ANDERSON (1976). From Aeronomic Data to Farmer 
Recommendations: An Economics Training Manual, In
formation Bulletin 27, CIMMYT. Mexico City. 



7. PRODUCTION FUNCTION ESTIMATION 
AND ANALYSIS 

7.1 Introduction 

Small farmers generally have little control owr the 
climatic. economic and social environment in which 
they have to work. Nonetheless, the} must decide 
what products to produce, how they will produce 
them (i.e., what technology to use), and how much 
of them to produce. 

These questions arc all interrelated. As shown in 
Chapters 4, 5 and 6, budget analysis can provide 
guidelines. Linear programming analysis, as out
lined in Chapter 4, also answers these questions but 
in a more complete way. In particular, it takes 
more direct account of the resource constraints facing 
the farmer. Another approach is that of production 
function analysis. It is more analytical than bud
gding and based on more complicated theory than 
linear programming. And while budgeting and linear 
programming can readily be applied to the individual 
farm, production function analysis is not so useful 
for the individual farm. Its main application is to 
the analysis of sets of sample data from experiments 
llr groups of farms. From such sample data, pro
duction function analysis can be used to give guideline 
suggestions about recommendations to farmers. But 
its main use is to give a more overall view which 
can facilitate the appraisal of government policies 
affecting farm production. 

Because of the :nfiuence of climate, pest'> and dis
ease, the small farmer cannot decide exactly how 
much of a product he will produce. He can, how
ever, decide how he will allocate his limited re
sources of land. labour, power, cash, etc. Apart 
from the effect of climate and other uncontrolled fac
tors, this allocation of his resources will determine 
how much the farmer produces. Thus, though he 
cannot exercise full control, the farmer can certainly 
influence how much of a crop he produces by his de
cisions about how much seed, manure, chemical fer
tilizer, labour, land, etc. he will use for the crop. 

The quantitative relationship between inputs and 
outputs is known as a production function. The 
estimation and analysis of such relationships are 
known as production function analysis. In its fullest 
forms, such analysis can be very complicated. How-
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ever, we will make no attempt to cover such complica
tions here. nor will we try to expiain all the theory 
involved. Our interest is to introduce the basic es
sentials of how to use production function analysis 
in farm management research. For more detail, ref
erence must be made to such texts as Dillon (1977), 
Heady and Dillon (1961). Leftwich (1970), Kmenta 
( 1971) and Singh ( 1977, Ch. 2). At the same time 
the nature of production function analysis is such 
that our exposition necessarily covers more compli
cated material than that presented in other chapters 
of this manual. 

7.2 Cautioos 

The production function is a physical relationship. 
Taking account of all the input factors (soil, fertil
izer. cHmate, labour, etc.) influencing output, il de
fines the production possitJilities open to the farmer. 
Suppose we knew thi'> production function. In an 
ideal world w~ could then combine this information 
with information on prices and opportunity costs 
(a) to judge what combination of inputs would be 
best for the farmer to use and (b) to study the ef
fects on production and input use of alternative gov
ernment policies influencing prices and the quan
tity of resources available to the farmer. 

However, th~ world is never ideal. Information 
from production function analysis can never be per
fect. First, there will always be uncertainty about 
the effect of such uncontrolled factors as weather 
and disease. Second, the production function has to 
be estimated statistically from data which may be 
imperfect. Third, the estimated production function 
can only be interpreted as an average relationship 
across some set of (hopefully representative) obser
vations. Fourth, prices and opportunity costs may 
not be known with certainty. Fifth, every farm and 
farmer are unique. Resource qualities and amounts 
vary between farms. Farmers vary in their mana
gerial skill, their opportunity costs, their assessment 
of uncertainty and their reactions to it, and in their 
preferences about the possibilities they see as open 
to them. 



For the above reasons. information based on pro
duction function analysis must be interpreted with 
caution and judgement. It can be very useful for 
both extension and policy purposes, especially when 
supplemented with macro and other micro economic 
analyses. But it should never be regarded as perfect. 
This is especially so relative to small farms involving 
a subsistence component and having to operate in 
a delicate balance with their physical, economic 
and social environment. 

7.3 Notation 

As a convenient shorthand in production function 
analysis, output is usually denoted by Y and the 
amount of the i-th input factor by X,. Thus we 
can say, in words, that: 
Y depends on the input quantities XI' X~. X~ •... , X,"; 
or, more briefl)' in algebraic shorthand, that output 
and inputs are related by the function 

(7.1) 

Since this function involves m input variat.ies, it is 
termed an "m-factor produc!ion function." 

Equation (7.1) says that the amount of output Y 
is determined by the quantities of the m input factors 
XI. x~ •...• X,,. the precise algebraic form of the 
production function being unspecified. If Y were 
rice production, the set of X variables would be all 
those factors such as available soil nutrients, climate, 
fer~i 1 izer, labour, etc. which influence rice yield. 
While we can usually specify the more important of 
these factors, we could hardly list all of them. 

The input factors XI. X~ •...• x.ll may be classified 
in various ways. Some will be under the farmer's 
control, others not. Some will be variable, some 
fixed. Some will be ur ~ertair,, others not. Some 
will he very important, others of little significance. 
Usually the production function will be estimated in 
terms of some small number of important inputs, 
say X1, X~, ...• X,, which are variable (i.e., not 
fixed in size) and are under the farmer's control. The 
remaining (m-n) input factors Xn; I' xn+~· ...• XITI are 
all those that are either fixed or not under the 
farmer's control, or so unimportant in their influence 
that we can regard them as fixed. In these terms, 
the production function is generally written 

(7.2) y = f(Xl' X~ •...• xn I xn+l'. . • Xm) 

or, more briefly, as the n-variable input function 

(7.3) Y = f(X 1, X2, ••• , Xn). 

For example, we might estimate rice yield per 
hectare (Y) as a function of nitrogen fertilizer ap· 
plied (N), pesticide used (P) and labour (L). This 
impHes 
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(7.4) Y ~fiN, P, U 

and it is assumed that all the other factors influencing 
rice yield per hectare (such as water available, solar 
energy, soil type. etc.) are held fixed or are un
imponant. This assumption can never be fully true 
so that th..: estimated function corresponding to equa
tion (7.4) can only be approximately com:ct. In 
general, such approximations will b~ reasonable 
enough, so long as we remember that they arc only 
approximations. As discussed by Dillon ( 1977, Ch. 5), 
they relate !in a rough sense) to some set of average 
conditions for all those input variables left out of 
the estimated production function. 

If appropriate data are available, the set of input 
factors included in th~ production function may be 
extended to include some of the factors not under 
the farmer's control. For example, equation (7.4) 

might be extended to include solar energy (S) so as 
to give au estimated functitm 

(7.5) Y = f(N, P, L, S). 

Since the level of solar energy that will be availabk 
to a future crop can nnly be predicted probabi
listically. as shown by Dillon (1977, Ch. 5) the anal
ysis of such production functions becomes more 
complicated. 

7.4 Shape of the production function 

Agricultural input-output relationships follow the 
law of diminishing returns. As additional units of 
an input arc used, each extra unit causes a smaller 
increase in output and b~yond some lcvd of usc, extra 
units of an input may cause output Ill fall. In other 
words, the margi11al product of the i-th input factor 
(i = I, 2 .... , n), dcntlted MP1 and calculated as 
the first derivative dY. dX,, decreases as X1 increases. 
This implies that if we graph the single-variable 
input prodw.:tion function Y = [{X 1), it will have a 
shape as in Figure 7.1. Likewise, the production 
surface corresponding to the two-variable production 
function Y = f(XI' XJ will have a shape as in Fig
ure 7.2 where the height of the surface above any 
point in the (XI' X)-plane tells us the level of output 
corresponding to that combination of X1 and X". Fer 
more than two inputs, we cannot draw the production 
function but have to rely on algebraic representation. 

From an economic efficiency point of view, we are 
only interested in that part of the production functiou 
{i.e., region of the production surface) where each 
input factor has a diminishing but positive marginal 
product. This implies that f, ·r meaningful economic 
analysis, any estimated production function must 
have positive first c-.:rivatives, i.e., dY;dX1 > 0, and 
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Figure 7.1. Shape of the single variable production func· 
tion Y = f(Xa). 

negative second derivatives, i.e., d~Y/dXt < 0 within 
the relevant range of interest. 

7.4 Algebraic form of the production f!'Dction 

By algebraic form we mean the specific algebraic 
representation of the production function. While 
equations (7.4) and (7.5) depict possible production 
functions for rice, they do not imply a specific form 
of function. As already noted, within the relevant 
range of input levels for economic analysis, the only 
requirements on the algebraic form of the production 

y 
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Figure 7.2. Production surface corresponding 
to Y = f(X1, X2). 

' 
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function are that its slope relative to increased use 
of any particular input factor {i.e., dY /dX1) be pos
itive and that this slope be diminishing (i.e., 
d~Y/dX 1 ~ be negative). These requirements should 
hold for all the variable factors involved. Many al
gebraic forms meet these requirements. The choice 
of a particuiar :1lgebraic form, however, is delimited 
by three further considcrati<:'ns. First, the iunctiona.l 
form used must adequately represent the production 
pa occss it is meant to represent. Essentially, this is 
a matter of subjective judgement based on how well 
the estimated function fits the data on which it is 
based and how well it fits our prior judgements about 
the physical and economic logic of the production 
process under study. Various criteria can assist in 
making this judgement as we discuss below in 
Section 7.8. Second, the algebraic form should pref
erably be one which is easily estimated by statistical 
procedures. Third, it should be easily manipulated 
in terms of economic analysis. 

While a variety of algebraic forms meet the above 
requirements - see Dillon (1977, Ch. 1), three forms 
stand out as being of most general usefulness. They 
are the quadratic polynomial, the square-root qua
dratic polynomial, and the power (or Cobb-Douglas) 
function. We will restrict our discussion to these 
three types of production function. Experience in
dicates that they serve adequately and that, except 
for special purposes, there is little if anything to gain 
from investigating other functional forms. 

QUADRATIC POLYNOMIAL 

With a single variable input, the quadratic poly
nomial production function is written 

(7.6) 

In this equation, a0 , a 1 and a 11 are coefficients to be 
estimated statistically. To be relevant for economic 
analysis, any such fitted function should have the gen
eral shape shown in Figure 7.1. This implies that 
output is a maximum when X 1 equals -a1/2a11 and 
that the linear coefficient a 1 is positive and larger in 
absolute terms than the quadrati':: coefficient a11 

which should be negative. Equation (7.7) gives an 
example of an estimated single-factor quadratic where 
Y is units of grain yield per hectare and N is units 
of nitrogen fertilizer per hecta,re. 

(7.7) Y = 18.43 + 0.29N -0.002N2
• 

Y is a maximum of 28.9 units when 72.5 units of N 
are used. The relevant range for economic analysis 
must lie between N = 0 and N = 71.5 since, within 
this range of N, dY /dN = 0.29- 0.004N is positive 
and d~Y /dN2 = -0.004 is negative. 

Using equation (7.7), we can estimate grain yield 
for given levels of nitrogen fertilizer. We could 



only do this sensibly, however, for situations cor
responding to that for the data from which the 
function was estimated. Any variation in soil type, 
climate, cultivation practice, etc. (i.e., in any of the 
other factors that can affect production) would tend 
to invalidate the predicticns. 

With two variable inputs we have the general qua
dratic form 

(7.8) Y = a0 + a 1X, + a~X~ + a 11X 1 ~ + a 2~X/ 
+ al~xlx2 

which is exactly analogous to equation (7.6) except 
for the addition of a term involving the interaction 
coefficient a 12• If either of the input factors is taken 
as fixed at a particular level, the two-variable qua
dratic ~ollapses to a single-variable quadratic in the 
other factor. Thus if X~ is fixed at some level, say k. 
we have 

(7.9) Y = (a0 + a"k + a~~k~) 
+ (a 1 + a 1"k)X 1 + a 11 X1" 

wher.,: the bracketed coefficients can be written as 

(7.10) 

To be relevant for economic analysis, the fitted 
two-variable qLiadratic should be such that its imp!ied 
single-variable functillllS of the type shown in c4ua
tion ( 7.1 ()) meet the criteria for single variable qua
dratics that we .lutlincd rclatiw tu equation 17.7). In 
meeting these aiteria, the interaction coelficient a 12 

may be either posiiive, zero or negative. 
Equation (7.11) is an example of the two-variable 

quadratic where Y is grain yield per hectare and N 
and P arc respectively units of nitrogen and phos
phate fertilizer applied per hectare. 

(7.11) Y = 8.27 + 0.27N + 0.31 P -- 0.002N~ 

- 0.0014P" + 0.0006NP. 

With P = 40, this production function collapses to 
that of equation (7.7). With N = 0 say, it collapses to 

(7.12) Y = 8.27 + 0.31P--0.0014P". 

Equation (7.11) implies a maximum yield of 40 
units of Y when N = 86.9 and P = 129.3. So long 
as the relevant range of fertilizer levels does not 
exceed these values, the function is appropriate for 
economic analysis (assuming, of course, that it fits 
the data satisfactorily) 

Wilh three variable input factors, the quadratic 
becomes 

(7.13) Y = a0 + a1X1 + a 2X2 + a 3X3 + a11X1
2 

+ a22X2 
2 + a33X3 ; + a 12X1X2 

+ a)Jxlxl + a~Jx2x3. 
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With one of the factors fixed at some level, it col
lapses to a two-variable function; with two factors 
fixed, to a single-variable function. For economic 
relevance, these implied single-factor functions for 
each factor must mcd the criteria already outlined. 

As equation (7.13) shows, three-variable quadratics 
arc messy. If we have three or more variable factors, 
it is generally best to use a power function rather 
than either the quadratic or square-root quadratic 
form. 

SQ:JARE-ROOT QUADRATIC POlYNOMIAL 

Square-root quadratic polynomials are exactly anal
ogous to the ordinary quadratic functions discussed 
above except that X1 is replaced throughout by its 
positive square-root X 1 1 1~. Thus for a single factor 
we have 

(7.14) 

and for two factors 

(7.15) Y = a0 + a 1X1 
1

/2 + a2X/'~ + a11X1 

+ l"i 22X" + a 1"X 1 
1I2X2

1I2 

= ao + a 1Z 1 + a"Z" + a 11Z 1
2 + a22Z~2 

+ al2zlz2 

where Z, = X1
1l2. In other words, a square-root 

transformation is applied to the input variables. Com
pared to the shape of the ordinary quadratic, the 
dfect l'f the square-root transformation is to make 
the production surface more gently sloped and non
symmetrical when plotrcd against X1 levels. As 
discussed by Dillon (1977. Ch. 1), other transfor
mations or mixtures of transformations might also 
be used. 

The conditions for square-root quadratics to te 
relevant for economic analysis are analogous to those 
for the ordinary quadratic. When plotted, the 
(implied) single-variable functions should have the 
general shapt! of Figure 7.1 with (in terms of X1

1/2) 

the linear coefficient a, being positive and the qua
dratic coefficient a 11 being negative. The interaction 
coefficient au of equation (7.15), if relevant, can be 
positive or negative. 

Like the ordinary quadratic, square-root functions 
arc generally not as convenient to use as the power 
function when there are three or more variable factors 
to be considered. 

Equation (7.16) gives an empirical illustration of 
the two-variable square-root quadratic. Again Y is 
grain units per hectare and N and P are units of 
nitrogen and phosphate fertilizer per hectare. The 
function is based on the same set of data as our 
quadratic examples of equations (7.7) and (7.11). 

(7.16) Y= 8.31 + l.66N 1I2+ 1.84P112-0.13N 
-0.035P + O.lNlf2P1

/2. 
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POWER OR COBB-DoUGLAS FUNCTION 

The power or Cobb-Douglas production function 
has the following form: 

(7.17) 
(7.18) 
(7.19) 

one variable input: y = aoX,111 

two variable inputs: Y = a 0X1
81 X2R

2 

n variable inputs: Y = a 0X1&
1X2

112 
••• xnan. 

As equations (7.18) and (7.19) indicate, with two 
or more variable factors, the power function is mul
tiplicative. When the input and output quantities 
arc transformed to logarithms, the resultant function 
is linear. e.g., with n variable inputs we have 

(7.20) log Y = log a 0 + a 1 log X1 + a 2 log X~ 
+ ... + an log XII. 

If all factors except one are held constant at non
zero levels, the muhivariablc power function col
lapses to a single-variable function as in equation 
(7.17). To be relevant for economic analysis, the 
power funciion must have each estimated a; coeffi
.:icnt positive and less than one. This cnsLres dimin
ishing returns to each factor. As well. none of 
the X1 values can be zero since this implies zero 
output. Annther difference to the quadratic and 
square-root quadratic is that the power function does 
not have a maximum; it increases indefinitely. 

The power function estimate based on the same 
set of grain-fertilizer response data used to illustrate 
the polynomial function is 

(7.21) y = 7.55No.oo1po·2H. 

7.6 Economic analysis 

Given an estimate of a multivariable production 
function, we can estimate the level of outrut for 
given quantities of input, the marginal physical pro
ductivity of each input factor. and the i'>oquant equa
tion for any specified level of output. From the 
isoquant equation, which specifies the locus of all 
input combinations yielding a specified level of out
put, we can estimate the rate of technical substi
tution between factors. These substitution rates can 
then be equated to the inverse factor-price ratios to 

determine the isocline equations specifying the least
cost combination of input factors for any feasible 
level of output. Finally, the profit maximizing set 
of inputs can be determined by simultaneously 
solving the set of e4uations equating t:1e marginal 
product of the i-th factor with the factor/product 
price ratio. As shown by Dillon (1977, Ch. 2), pro
duction function analysis can be further extended 
to take account of constraints on input or output 
levels and to allow optimization over an array of 
production processes to be carried on simultaneously. 

We will illustrate the above-mentioned economic 
derivations in terms of the two-variable quadratic, 
square-root and power production functions of equa
tions (7.8), (7.15) and (7.18) respectively. 

MARGINAL PRODUCT 

The marginal product of X1, denoted MP1, is the 
change in output arising from using an additional 
unit of X;. It is derived by taking the partial deriv
ative of Y with respect to X 1• For the two-factor 
quadratic, square-root and power functions of equa
tions (7.8), (7.15) and (7.18). marginal products are 
as shown in Tal:Ae 7.1. 

ISOQUANT EQUATIONS 

An isoquant cqu~tion describes all combinations of 
factors wilich yield a given quantity of output, say 
Y*. It is derived by setting Y equal to Y* in the 
production function Y = f(X 1 , X2 , ••• , X0 ) and solving 
in terms of X, to obtain the equation: 

<7.22) X, = g(X". X3 , •••• X0 , Y*). 

An isoquant for two factors is shown diagrammati
cally in Figure 7.4 below. The isoquant equations 
for our three production funciion forms are as shown 
in Table 7.2. As these equations indicate, the poly
nomial forms are more computationally tedious than 
the power form. 

RATE OF TECHNICAL SUBSTITUTION 

The rate of technical substitution of factor X1 for 
factor XJ• denoted RTS1;, specifies the amount by 

Table 7.1 MPt FOR llJE 1Wo-FACTOR QUADRATIC, SQUARE-ROOT AND POWER PRODUCTION FUNCTIONS OF EQUATIONS (7.8), (7.15) 
AND (7.18) 

Production function 

Quadratic (7.8) 
Square-root (7.15) 
Power (7.18) 

Marginal product of x, 
MP1 = cY/8Xt 

a1 + 2auX1 + a12X2 
a,f2Xtt + au + at2X2'/2X1t 
aoa!X,at-tX2a.2 = a,YfX, 
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Marginal product Ji X2 
'iP l = 8Y/8X2 

a2 + 2a22X2 + a12X1 
a2/2X2' + 222 + auXti/2X2t 
aoa2Xt81Xt<2_1 = a2Y/X2 



Table 7.2 lsOQUANT EQUATIONS FOR lliB 1Wo-FACTOJI. QUA
DRATIC, SQUARE-ROOT AND POWER PRODUCTION 
FUNCTION<; OF EQUATIONS (7.8), (7.15) AND (7.18) 

Producti, >il 
function 

Quadratic 
(7.8) 

Square-root 
(7.15) 

Power 
(7.18) 

Isoquant equation 
X1 = g(Xl, Y*) 

Xt = 1- (a1 + a12X2) ± 
± [(a1 + a12X£)2- 4au (a2X2 + 
+ a~2X22 + ao- Y•)]llf2au 

Xt = (- (a1 + auX2I) ± 
± [(at + a12X2I)2- 4au (a2X2I + 
+ a22X2 + ao- Y•)]ll 214au2 

which X, must be increased if XJ is decreased t.y one 
unit and the level of production is to remain un
changed. RTS11 is equal to the slope of the isoquant 
which in turn is equal to the negative inverse ratio 
of the factors' marginal products. Thus we have 

(7.23) RTSIJ = dX1/dXJ = -MPJ/MP1 = RTSJ1-t. 

The expression for RTS, 2 for our three functional 
forms are shown in Table 7.3. As indicated by 
equation (7.23), the expressions for RTS~ 1 are the in
verse of those for RTS 1::. Again, the power function 
gives the simplest expression~. 

ISOCLINE EQUATIONS 

For any factor price ratio k = p;/p1, where p, and 
PJ respectively denote the unit price of X, and X;, 
the isocline equation specifies the least-cost expansion 
path or combination of the pair of factors X1 and XJ 
for production of any specified quantity of output. 
It is assumed that in small farm situations, the unit 
prices of X, and of Y (denoted p1 and Pv respectively) 
are given and not influenced by the farmer. Hence 
the price ratio k can be trea!ed as a constant in
dependent of Y. At every point along the least-cost 
isocline the rate of technical substitution of X1 for XJ 

Table 7.3 RTS12 FOR THE. TWo-FACTOR QUADRATIC, SQUARE
ROOT AND POWER PRODUcnON FUNCTIONS OF BQU.\
TIONS (7.8), (7.15) AND (7.18) 

Production 
function 

Quadratic 
(7.8) 

Square-root 
(7.15) 

Power 
(7.18) 

Rate of technical substitution 
RTSu = -MP2/MPa 

- (a2 + 2a22X2 + at2X1) I 
I (at + 2anXI + a12X2) 

- (a2I2X2t + a22 + a12Xt•/2X2t) I 
f (at/2Xtl + au + at2X2•/2X1•) 
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1s inversely equal to the negative ratio of their 
prices, i.e., 

(7.24) 

Solution of this equation gives the least-cost isocline 
equations for our three functional forms as listed in 
Table 7.4. The relative simplicity of the power 
function is again obvious. Note that with n factors 
there will be n(n- l)j2 isocline equations, one for 
each of the possible pairs of factors. Diagrammatic 
illustration of isoclines is given by Figures 7.4 and 
7.5 below. 

OPTIMAL INPUT COMBINATION 

If there arc no constraints on the quantity of out
put to be produced or on the quantity of inputs 
available, the profit-maximizing combination of in
puts is given by simultaneous solution of the set of 
equations equating the marginal product of each 
input with its factor/product price ratio. Thus with 
n variable inputs there is a set of n equations 

(7.25) 

to be solved simultaneously for the set of optimal X1 

values. For each of our three two-variat.le functional 
forms, these equations are as shown in Table 7.5. As 
noted in the table, for the power function to imply 
finite optimal input amounts. we must have the sum 
of the exponent coefficients (in this case a 1 + a) 
less than one. This sum indicates, for the power 
function, the type of returns to scale that are implied 
to prevail. Respectively, if this sum is less than one, 
equal to one or more than one, we have decreasing, 
constant or increasing returns to scale. 

CONSTRAINTS TO PRODUCI'ION 

Typically, a farmer's supply of resources will be 
constrained in that he faces an outlay constraint. In 

Table 7.4 LB~ST-COST ISOCLINE EQUATIONS WITH P2IP1 = k 
FOR lliE TWO-FACTOR QUADRATIC, SQUARE-ROOT AND 
POWER PRODUCTION FUNCTIONS OF EQUATIONS (7.8), 
(7.15) AND (7.18) 

Produc-tion 
function 

Quadratic 
(7.8) 

Square-root 
(7.15) 

Power 
(7.18) 

Least-cost isocline equation 
for Pl/PI =k 

Xt = [kat- a2 + (ka12- 2a22)X2ll 
l(a12-2kau) 

Xt = [2 (katt - a22) X2t -a2 ± 
.±. ![a2- 2 (ka11- a22) X2 '12 + 
+ 4kau (a1X2t + at2X2)]'F/4al22 



Table 7.5 EQUATIONS TO BE SOLVED Sl~IULTANEQUSLY TO 
OBTAIN OPTIMhL INPUT QUhN"friiES FOR THE TWO· 
FACTOR QUADRATIC, SQU.~RE·ROOf A!';O POWER PRO· 
DUCTION FUNCTIONS Of EQUAnONS (7.8), (7.15) AND 
(7.18) 

Production 
function 

Quadratic (7.8) 

Square-root 
(7. IS) 

Power (7.18) with 
at + a2 < 1 

Xt ::::::: (pt/PY- at- a12X2)/2a11 
x~ == Cp2/PY- a2- a12Xdj2a22 

Xt == [(a1 + at~X~1)/2(pt/py- au )]2 
X~ = ((a2 + at2XII)j2(p2/py- a22))2 

x, = [pt/pyaoalx2a";!p'•a1-1> 
X2 = [p2{pyaoa2Xt61 )1 11 a2- 11 

this case his optimal level of production is specified 
by simultaneous solution of the set of least-cost 
isocline equations 

(7.26) 

and the iso-cost locus 

(7.27) 

where C is his total possible expenditure on the 
factors X" X!, . ..• X11 • Thus for each of our three 
functional forms with two variable factors we have 
a pair of equations (equation (7.27) plus the appro
priate one from Table 7.4) to solve for X1 and X~. 
It then remains to check that greater profit cannot be 
obtained for an outlay of less than C. If it can, the 
outlay constraint is not effective and unconstrained 
best operating conditions must be calculated as per 
Table 7.5. The appropriate check is to calculate the 
ratio p,.MP1/p1 for one of the input levels calculated 
from equations (7.26) and (7.27). As shown by Dillon 
(1977, Ch. 2), if this ratio is greater than one, the 
constraint is effective. An example of an iso-cost 
line is shown in Figure 7.4 below. 

Sometimes there may be a constraint on the quan
tity of output that a farmer is allowed to produce. 
In this case the optimal input quantities are given 
by simultaneous solution of the least-cost isocline 
equations of equation (7.24) (or Table 7.4) and the 
isoquant equation (7.22) (Table 7.2). Figure 7.4 
below provides a diagrammatic illustration. 

Farmers will also often be constrained by the cost 
of credit or by profit possibilities available to them 
from alternative products. Suppose the cost of 
credit or the net return per unit of outlay available 
from other production processes is denoted by r. 
Outlay on X 1 in the process under study should 
then be restri.cted to the level which yields a mar
ginal profit of r. The optimal resource quantities 
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are then given by simultaneous solution of the set 
nf n equatbns 

(7.28) 

7. 7 Empirical example 

To illustrate production function analysis we will 
use the grain-fertilizer functions used to exemplify 
the quadratic, square-root and power functions in 
Section 7.5. With Y. N and P respectively denoting 
units of yield, nitrogen and phosphate fertilizer per 
hectare, the equations are: 
Quadratic (R~ = 84%): 

(7.29) Y = 8.27 + 0.27N + 0.31P- 0.002N2 

••• • •• 
- 0.0014P2 + 0.0006NP 

••• • 
Square-root quadratic (R2 = 87%): 

(7.30) Y = 8.31 + 1.66N 1 1~ + 1.84P1
/2 

••• ••• 

Power (Rz = 88% of log Y): 

(7.31) y = 7.55No.oo7po.w, 
•• • •• 

••• 

These equations were each estimated by ordinary 
least-squares regression as discussed in Section 7.9 
below. The R~ values indicate how much of the 
variation in the yield data (or logarithms of the 
yield data for the power function) is explained by 
the fitted functions: the asterisks under the coeffi· 
dents indicate their level of statistical significance 
(*** = 1%. ** = 5%. * = 10%) as discussed in 
Section 7.8. The data on which the functions are 
based are listed in Table 7.6 (Yeh, 1962). Some pre-

Table 7.6 CROP·FERTILlZl!.ll DATA USED TO ESTIMATP. 111£ 
1WQ-FACTOR QU,\DRATIC (7.29), SQUARI?.·ROOT (7.30) 
AND POWER (7.31) PRODUCTION FUNCTIONS 

Units of 
Units of nitrogen (N) 

phosphate (P) 
0 I 20 I 40 I 60 I 80 I 120 

(units of grain produced) 

0 7.8 9.6 13.2 16.0 12.2 9.0 
20 20.2 22.1 27.2 26.2 23.4 23.1 
40 18.8 26.0 29.0 38.0 26.4 29.3 

60 15.3 22.1 26.9 28.9 28.7 32.1 

80 23.2 27.9 33.0 37.9 37.0 31.7 

120 27.5 31.9 37.0 40.2 44.0 33.6 

Sourcl!: Yeh (11162). 



Table 7.7 PREDICTED GRAI~l YIELDS FOR SOME LEVELS OF 
FERTILIZER BA~ED ON THE QUADRATIC (7.29), 
SQUARE-ROOT {7.30) AND POWER FUNCTION (7.3)) 
ESTIMATES 

Estimated Units of I \.'nit' of ritrogcn (N) 

function phosphate ~--- I 
I I 

(P) 0 • I 40 80 120 
: 

(predicted units of grain produced) 

Quadratic o• 8.3 15.9 17.1 11.9 

Square-root 8.3 13.6 12.8 10.9 

Power 7.6 10.8 11.5 12.0 
I 

I 

Quadratic 40 18.4 27.0 29.2 24.9 

Square-root 18.6 27.9 28.7 28.1 

Power 18.6 26.6 28.4 29.5 
' I I 

Quadratic 80 24.1 33.6 36.8 33.5 

Square-root 22.0 32.9 34.4 34.3 

Power 
! 

22.0 31.5 33.6 35.0 

Quadratic 
I I 120 25.3 35 8 39.9 37.6 

Square-root 24.3 3fi.5 3S.5 

I 
38.9 

Power 24.3 34.7 37.1 38.6 

• Taken as one unit in the c.1~;,t: of the pu\t..cr fundion. 

dieted yields based on the estimated functions are 
shown in Table 7.7. 

The marginal products of N and P arc given for 
our three functional forms by the respective equations 
shown in Table 7.8. Estimated values of MPN at P 
levels of 60 and 120, calculated from the formulae 
of Tabk 7.8, arc listed in Tabte 7.9 for each of 
our three estimated functions. Analogous calcu
iations could be made for other levels of P. and 
likewise for MPP at various levels of N. The MPs 
data of Table 7.9 arc graph:=d in Figure 7.3. 

The isoquant equations derived from our three 
estimated functions are presented in Table 7.10. 
These equations give all the combinations of N and 
P required to produce specified levels of Y. Some 
such equal-product combinations and the associated 
rates of ;cchnical substitution of N for P are shown 
in Tables 7.11, 7.12 and 7.13 based respectively on 
our quadratic. square-root and power function esti
mates. The respcclive numerical formulae (cor
responding to the algetraic formulae of Table 7.3) 
on which these RTS!'P values are based arc given 
in Table 7.14. As would be expected from the 
logic of production, increasing quantities of N are 
required to replace a unit of P as the level of P 
decreases, if production is to be maintained un
changed. Thus in the quadratic case of Table 7.11 
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Figure 7.3. Marginal product of nitrogen from estimated 
functions. 

with Y = 20, 0.73 unit of N can replace one unit 
of P when P = 40, but when P = 10, 3.83 units 
of N are required. 

Least-cost isocline equations are derived as per 
equation (7.24). These equations, based on our 
three estimated functions and with a price ratio of 
k = PPIPN = 14.0/8.1 = 1.73 are given in Table 7.15. 
As shown in Figure 7.4, for the quadratic function 
the intersection of this isocline with the isoquant 
for Y = Y* (i.e., simultaneous solution of the iso
quant and isocline equations) gives the least-cost 
combination of N and P for production of Y* under 
the giv:::n input price ratio. This corresponds to a 

Table 7.8 EXPRESSIONS FOR Mi\RGINAL PRODUCTS OF N AND 
p DERIVED FROM THE ESTIMATED QUADRATIC (7.29), 
SQUARE-ROOT (7.30) AND POWER (7.31) FUNC"J10NS" 

Estimated 
function 

Quadratic 
(7.29) 

Square-root 
(7.30) 

Power 
(7.31) 

MPN = aY/oN 

0.27- 0.004N 
+ 0.0006P 

0.83/NI-0,]3 
+ 0.05PtfNt 

MPP = 8Y/8P 

0.31 - 0.0028P 
+ 0.0006N 

0.92/PI -0.035 
+ o.oSN•tP• 

• Note that for the power function, MP1 may also be expressed 
as ai Y /Xi where Y is the estimated yield. 



N 60 

40 

30 

10 

-RTS 
HP 

C<..._, 
~soquant Y=30 

1.73 ~ 

line 
1.73P 

r 

Figurl' 7.4. Illustration of optima\ input determination for 
the cas.:: of an output constraint (point A) and an ouUay 
con\lr;-~int (point B) based on the quadrutic pfoduction 
fun:tion e~timate of equation (7.29). 

~:onstraint on output. The cxamrlc shown at point 
A in Figure 7.4 is for Y = 30. For a constraint on 
outlay as specified by equation 17.27), the optimal 
input combination under the given price conditions 

Table 7.9 MPN AT P = 60 AND P = 120 I·OR THE ,,, '>
FAITOR QUADRATIC (7.29), SQUARE-ROOT (7.30) A !l 

POWER (7.31) I'RODUCTION FUNCTION ES11~HTES 

MP.,. with P = 60 MP:-; with P -= 120 

le\•('] 1----,------,----' 

of N Quadratic! s~::c·l Pow~r jou::aticl Sc~~~~:~=-
:-----+-----+-----+---·--

I 
20 
40 
60 
so 

100 
120 

1).30 

0.23 
1.091 
0.14 

0.15 0.06 
0.07 0.03 

-O.DI 0.01 
-0.09 -o.ot 
-0.17 -0.02 

1.99 
0.13 
O.o7 
0.05 
0.04 
0.03 
om 

0.34 1.25 2.36 
Q26 Q18 Q16 
0.18 0.09 o.ox 
0.10 0.05 0.06 
0.02 0.02 0.04 

·- 0.06 0.0 I 0.04 
-0.14 0.00 0.03 

Tab];;: 7 10 )SOQUANT EQUATIONS BASED ON THE QUADRATIC 
(7.29), SQUARE-ROOT (7.30) AND POWER (7.31) 
PRODUCTiON FUNC'nON ESTIMATES 

Quadratic: 

N = !- (0.27 + 0.0006P) ± [(0.27 + 0.0006Pf 
+ 0.008 (0.31P- 0.0014P2 + 8.27- Y*)]l! I ( -0.004: 

Square-root: 

N = l-(1.66 + O.IP') ± [(1.66 + 0.1P1)2 
+ 0.52(1.84P' -O.OJSP + 8.31- Y*>l=F/0.068 

Power: 

N = (Y*/7.55PD·~44)to.aog 
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Table 7.11 RTSNP FOR Y = 20 AND Y = 30 WITH VARIOUS 
LEVELS OF N AND p BASED ON THE QUADRATIC 
PRODUCTION FUNITION ESTIMATE (7.29) 

y = 20 y = 30 

Units 

I 
Units 

I -RTS;.~p 
Units 

I 
tTnits 

I - RTSNP or N of P of N of P 

s 40 0.73 16 100 0.1S 
14 30 1.01 21 RO 0.42 
26 20 1.51 34 60 ·!).t'~ 

49 10 ].89 59 

I 
45 1 50 

Table 7.12 RTS"\P FOR Y = 20 .-\NO Y = 30 WITH VARIOUS 
LEVElS OF N AND p 8.-\SEO ON THE SQUARE-ROOT 
PRODUCTION FUNCTION ESTIMATE (7.30) 

y = 20 y = 30 
-

Units 

I 
Units I - RTSNP Unit~ I llnils 

I 
- RTS_sp of N of P or N 

''" p I 

I 35 0.13 11 90 0.30 
3 25 0.34 15 RO 0.45 

10 IS 1.26 24 70 0.84 
20 10 3.S9 31 60 1.35 

Table 7.13 RTS:;r FOR Y-:::: 20 AND Y = 30 WITH VARIOUS 
LEVELS OF N AND p' B.~SED ON THE POWER PRo
DUCTION FUNCTION ESTI~HlE (7.31) 

y = 20 y = 30 

Units I Unil• I - RTS~:p Units 

I 
Unit• 

I 
- RTSwr of N of P of N of P 

I so 0.05 9 1'20 0.19 
4 30 0.34 24 80 0.76 

12 

I 
:w 1.51 50 60 

l 
2.10 

6S 10 17.14 137 40 8.63 

I -

Table 7.14 FORMULAE FOR CALt:ULATING RTSNP 

Estimated 
functi<:>11 

Quadratic 
(7.29) 

Square-root 
(7.30) 

Power 
(7.31) 

(= 1/RTSNr) DERIVED FROM THE. ESTIMA7ED 
QllAllR.HlC (7.29), SQUARE-ROOT (7.30) AND i'OWI!R 
(7 .3 I ) fUNCTIONS 

RTS;.~p = - MPp/MPN 

-- (0.31- 0.0028P + 0.0006N)/ 
(0.27- 0.004N + 0.0006Pl 

- (0.92/P•- 0.035 + O.OSNifPI) I 
(0.83/N'-0.13 + O.OSPifNl) 

-2.52N/P 



Table 7.15 LBAST-COST ISOCLINE. EQUATIONS FOR THE ESTI
MATllD QUADRATIC (7.29), SQUARP.·ROOT (7.30) AND 
POWER {7.31) FUNcnONS Wml pP/pN = 1.73 

Estimated 
function 

Quadratic 
(7.29) 

Square-root 
(7.30) 

Least-cost Isocline equation 
(- RTSNP = 1.73) 

N = 20.89 + 0.51P 

N = 1- (0.92 + 0.19PI) ± [(0.92 + 
+ 0.19PI)2 + 0.29PI + 0.017P]11/0.l 

Power 
(7.3 t) N = 0.686P 

is 5pecified by the intersection of the least-cost 
isocline and the iso-cost line. This also is illustrated 
in Figure 7.4 at roint B for the case of outlay being 
constrained to 4!!0 money units per hectare. 

To determine the optimal level of Y and the 
associated combination of N and P if there are no 
constraints on output or outlay, we need also to 
know Py· Calculation of these optimal quantities 
is as per equation set (7.25). Thus if the price of 
Y is 100 per unit, setting MPN = PN/p). and 
MPP = pp/pl', for the case of the quadratic equation 
(7.29), we have the two equations: 

(7.32a) 
(7.32b) 

0.27 - 0.004N + 0.0006P = 0.081 
0.3l-0.0028P + 0.0006N = 0.14. 

Simultaneous solution of these equations indi
catt!s optimal input quantities of N = 58.2 and 
P = 73.2 units per hectare. Substituting into pro
duction function equation (7.29), these input quan
tities imply an expected yield of 35 units of Y per 
hectare (as shown at point C in Figure 7.4). Anal
ogous calculations for the estimated square-root 
and power production functions give the optimal 
quantities shown in Table 7.16. 

Table 7.16 UNCONSTRAINED OPTIMAL LEVELS OF N, P AND 
Y BASBD ON THB QUADRATIC (7.29), SQUARE.· 
ROOT (7.30) AND POWBR (7.31) PRODUCTION FUNC· 
TION BSTIMATES WITH PN = 8.1, pp = 14 AND 
py = 100 

Estimated 
function 

Quadratic 
(7.29) 

Square-root 
(7.30) 

Power 
(7.31) 

N 

58.2 

30.8 

32.5 

Optimal quantity 

p y 

(units per hectare) 

73.2 35.0 

46.8 28.3 

47.2 27.1 

If the opportunity cost of funds is r per unit of 
outlay. equation (7.28) provides the optimal quan
tities. Thus if r is 0.15 (i.e., an opportunity cost 
of funds of 15 percent), we have for the quadratic 
case: 

(7.33a) 
(7.33b) 

0.27- 0.004N + 0.0006P = 0.093 
0.31--0.0028P + 0.0006N = 0.161. 

Simultaneous solution of this pair of equations in
dicates that under the given price and opportunity 
cost conditions, the optimal input quantities are 
N = 54.0 units per hectare and P = 64.8 units per 
hectare. The implied optimal level of output is 33.3 
units per hectare. 

7.8 Choice between alternative estimates 

Choice between alternative production function 
estimates is a matter of subjective judgement, guided 
by consideration of: (a) goodness of fit; (b) a priori 
economic and physical logic; (c) ease of ana!y~is; 

and (d) judgement about the economic implications 
drawn from the production function estimates. We 
will illustrate these considerations using the alter
native crop-fertilizer functions of equations (7.29), 
(7.30) and (7.31). Though not specifically oriented 
to production function estimates, good discussion of 
the~e questions is provided by Rao and Miller 
(1971. Ch. 2). 

GOOD!'o!ESS OF FIT AND STATISTICAL SlliNil'ICANCE 
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Goodness of fit to the data on which a function 
is based can be judged by: (I) visible inspection of 
either predicted outputs against the data output 
values or of implied single-variable functions plotted 
against the corresp<'nding data observations; and 
(il) statistical measures relating the fitted function to 
the data. 

The two major statistical measures are the coef
ficient of multiple determination or R ~ value which 
measures the amount of variation in the data ex
plained by the fitted equation, and tests of signif
icance (t tests) on the estimated individual coef
ficients. For example, the quadratic estimate of 
equation (7 29) has an R 2 value of 0.84 indica tin~ 
that this equation explains 84 percent of the van
ation in the yield data of Table 7.6. The corre
sponding figure for the estimated square-root func
tion (7 .30) is 87 percent. The estimated power 
function of equation (7.31) is l-ased on a loga
rithmic transformation of the data of Table 7.6. Its 
R 2 value refers to this transformed set of data. As 
a result the R 2 value for the power function is not 
strictly comparable with those for the quadratic 
and square-root functions, only roughly so - see Rao 



and Miller (1971. Ch. 2) who also discuss the use 
of the adjusted coefficient of multiple determination. 
denoted R-!!, which adjusts R ~ for the number of 
coefficients being estimated. 

As usually c:onducted, tests of significance on the 
individual regression coefficients indicate the prob
ability that a coefficient of that size could have 
arisen by chance from the sample data if the true 
value of the coefficient were zero. Thus, as shown 
in equations (7.29), (7.30) and (7.31), most of the 
coefficients of the estimated functions are significant 
at the 1 percent level. i.e., there is one chance or 
less in a hundred that a coefficient of that size would 
have been estimated if its true value were zero. 
Traditionally, significance levels of 5 percent or 
less have been regarded as highly satisfactory and 
10 percent as satisfactory. However. these levels 
are quite ?rbitrary. They are based on notions of 
scientific objectivity and c:IUtion, and may bear no 
relation to the farmer's decision problem. For ex
ample, in terms of expected profit it may still be 
very profitable for a farmer to base his decisions 
on an estimated function none of whose coefficients 
is significant at the traditional arbitrary levels (Dil
lon, 1977, Ch. 5). 

ECONOMIC AND PHYSICAL LOGIC 

Different functional forms have different impli
cations about the general shape of the production 
surface and about such derived quantities as mar
ginal products, isoquants, rates of technica! substi
tution and isoclines, all of which are important com
ponents of economic analysis. Figure 7.5 shows 
such differences schematically for the quadratic, 
square-root :.nd power functions with two variable 
input factors. For the square-root and power forms. 
isoclines emanate from the origin; for the quadratic 
and square-root functions the isoclines converge to 
a point where output is maximized and MP1 is zero; 
for the power and quadratic functions the isoclines 
arc straight lines. TilU~; if it is judged that the iso
clines should be curved and pa!>s through the origin, 
this would suggest the use of a square-root function 
for the production process under study. In general, 
however, little such prior information will be avail
able except from previous studies of a relevant 
nature. 

More generally, use may be made of particular 
physical logic about the way input factors interact. 
Thus it is 6enerally regarded as logical that input 
factors interact multiplicatively at the whole-farm 
level. This suggests the use of power functions for 
whole-farm analysis rather than polynomial-type 
functions which are rather more addith·e in nature. 
At the same time, polynomial (e.g., quadratic and 
square-root) functions .;c. 1 be justifi~d as approxi-
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mating functions to the unknown true production 
function (Heady and Dillon, 1961, p. 204). Likewise, 
in deciding on whether or not to include interaction 
terms in the chosen function, e.g., the NP term in 
equation (7.29), we will be guided by whether or 
not we believe such interaction is physically logical 

(a) quadratic 

(b) square-root 

(c) power 

Figure 7.5. Jsoquan!s and isoclines for two-variable func· 
lions of (a) quadr.:tic, (b) square-root and (c) powea· fonn. 

and not simply by whether or not such a term has 
a statistically significant coefficient Such decisions 
can b¢ of real economic significance, e.g., if the 
quadratic and square-root functions do not include 
interaction terms, MP1 depends only on X1 and is 
not influenced by the level of other input varial:,les. 



EASE OF ANAlYSIS 

The more- ,~omplicated or ext:.:nsive the production 
function, the more difficult analysis becomes and 
the more likely the chance of making errors in cal
culation. This consideration is most important from 
a practical point of view. Thus we have stressed 
the use of the quadratic, square-root and power 
forms because ot their relative case of estimation 
and analysis. Comparing these three forms. the 
power function is by far the simplest in terms of 
deriving isocline'· isoquants. factor substitution rates 
anti cconomk ,Jptima. With more than two variable 
inputs the quadratic and square-root functions he
come messy, though with only one or two input 
factors tht:y generally serve well. 

JL'DGE\1E!'>I r\~D IMPI.lCr\TlO~S 

The final impnrtani criterion that contributes to 
choosing. between alternative estimates is judgement 
based on their derivi.!J implicatinns. Thus, com
paring the empirical quadratic square-root and 
poWL'f fundinn cstin,a!L:s of equations 17.29), 17.30) 
ami (7.31). we might noll.! that they all have a rl.!a
snnably high R- value. have signs on the[; coef
ficients that arc as dictated hy physical and economic 
\n_!!k :as discuo,;sed in St::cli,;n 7.4), and have cod
ficicn•.s that arl.! all statisticaily significant. Nor is 
there any uv.:rriding phys;cal lng.ic that would cause 
us to chonsl~ cmc of these functions rather than 
another. All three appear to fit the data adequately. 
As Table 7.16 shows. h~lwcwr, there arc real dif
ferences between the unconstrained optimal input 
rates implied by the three functions. Though the 
judgement can only he subjective. our choice be
tween the three functions would be for the square
root futh.'tion -- largely influenced by the fact that 
expcril.!nce indicates it gencrally serves satisfactl1rily 
IHcady and Dillon. 1961. Ch. 1·-H. 

7.9 Estimation 

Given an appwpriate set of data on output with 
various input combinations either at the whole-farm 
level or at the technical unit (i.e., per hectare or per 
animal) level. production functions are typically esti
mated by least-squares regression procedures. This 
is a standard statistical method for fitting continuous 
functions involving a single dependent variable (Y) 
and one or more independent variables (the X 1's). 
Procedures for hand calculation of the estimated 
regression function and its associated R 2 and signif
icance test values are outlined in most standard 
statistical texts such as Draper and Smith (1966) 
and Ezekiel and Fox 0959). Sometimes more so-
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phisticated econometric procedures mRy be worth· 
while (Kmenta, 1971) but they are hardly relevant to 
this manual. 

Good discus&ion of the practicalities of least
squar's regression is provided by, e.g., Rao and Miller 
(1971) and Heady and Dillon (1961). Today there 
is no need to carry out regression estimation by 
hand. Standard programmes are available for use 
with large computers and for programmable pocket 
calculators. What is still necessary is to have an ap
preciation of the data to be used and to organize them 
appropriately for production function estimation. An 
appreciation of the data is best obtained in a prac
tical sense by tabular analysis and by graphical ap
praisal of the observations on input factors one at a 
time against the output observations. By gaining a 
feel for the data in this way, any general tendencies 
they exhibit or peculiar (perhaps erroneous) observa
tions can be picked up. 

Given that a set of relevant data is to be (or has 
been) collected from farms or experiments, its or
ganization in appropriate form for estimation pur
poses is most important. Just what form this orga
nization might best take depends on the nature of 
the data and the proposed analysis. Broadly speaking, 
a useful distinction can be made between (i) data 
collected by means of controlled experiments for pur
poses of fitting production functions to technical 
ur1its (e.g., yield-fertilizer relations per hectare, ani
mal-feed relations per head) and (ii) data collected 
from farm surveys for purposes of whole-farm anal
ysis. Accordingly, we will discuss data collection 
and organization under these two headings. But 
whatever the type of data - from experiments or 
from farms - the better the estimation will be (a) 
the more homogeneous is the sample in terms of 
the factors not included in the estimation (e.g., cli
mate and soil); (b) the larger the sample size or 
number of observations: and {c) the greater the 
number of input combinations included in the ob
servations. 

7.10 Data from controlled experiments 

To generate experimental data best suited to pro
duction function analysis on a technical unit basis 
(i.e., per hect~.rc or per animal), experiments need 
to be designe J accordingly. Traditionally agricul
tural scientisis have been interested in whether sig
nificant differences exist between treatment means; 
for example, "Which fertilizer treatment gives the 
highest yield?". Normally such a "Yes{No?" type 
of research aim implies statistical analysis via anal
ysis of variance. In tum this implies an approach 
to experimentation involving fewer treatment levels 
(i.e., factor combinations) and more replication. In 



contrast, economic analysis based on the estimation 
of a continuous productic:n function implies more 
factors at more levels, a systematic arrangement of 
factor levels into treatment combinations, and less 
emphasis on replication. 

EXPERIMENTAL DESIGN 

The essence of the experimental design problem 
in coopei.ttive research between economists and 
physical scientists is, first, to obtain as much bene
ficial information as possible within the research 
budget constraint while, second, achieving a satisfac
tory compromise between the aims of the different 
researchers. For a given amount of experimental 
resources, a balance has to be struck between plot 
size, number of input ;:J.clors to be studied, number 
of treatments (i.e., combinations of factor levels) and 
number of replications. For example, with 27 exper
imental plots of a given size. a great many choices 
arc possible. These could range from 27 replicates 
of a single factor at a single level (i.e., one !reatment) 
to a single replicate with three factors each at three 
levels (i.e., 27 treatmems). For estimation of a ~ur- . 
vilincar production surface, there must be at least 
three levels of each factor. But beyond this re
quirement, choiCl' between more or less treatments 
and replications is a matter of subjective judgement. 
Likewise the actual choice of treatment levels (i.e., 
ranges of the input factors to be studied) is a matter 
of judgement aimed at centring the experiment 
about where we think the economic oplima will be. 
If little is known about the location ot the optimum, 
input levels should te chosen with a fairly wide ,;;pan 
to minimize the risk of finding an optimum located 
beyond the experimental data. 

Though a variety of designs are appropriate for 
production function analysis, as outlined by Dillon 
(! 977, Ch. 5), the most appropriate are complete or 
fractional factorials. A factorial design is one in 
which each level of each factor appears in combi
nation with each level of each other factor. Thus 
a complete two-factor six-level factorial (as in Table 
7.6) involves 6• = 36 factor-level combinations or 
treatments. Likewise, a complete three-factor five
level factorial would involve 53 = 125 treatments. 
each on a separate experimental unit (plot or group 
of animals). Obviously with more than three factors 
and three levels, ccillpiete factorials become quite 
large. The way round this oifficulty is to use a frac
tional factorial design. This consists of some con
venient fraction of a full factorial. the omitted treat
ments being as evenly distributed as is feasitAe across 
the range of factor combinations. Thus one fifth of 
a three-factor five-level factorial would involve 
53/5 = 25 treatments. Two thirds of a two-factor 
six-level factorial would have 24 treatments. If 
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possible (i.e., if research n:sourccs permit), the frac
tional factorial should be such as to have each factor 
appearing at least once at each of the levels it would 
hav'! in the complete factorial. As well, there should 
be at least one replication of the experiment so that 
at least two observations are available for each 
treatment. 

IMPORTANT FACTORS 

Bio-economic fann management research should 
be aimed at identifying those factors to which pro
duction and profit are most sensitive. i.e., the most 
economically relevant variables. Initially~ for ex
ample, this may imply fertilizer experiments. How
ever, consideration should also be given to other 
aspects of crop culture so as to enable identification 
of improved packages of technology and the con
straints that must be relieved to facilitate their adop
tion. Thus in the early stages of a research pro
gramme, many management alternatives may be 
broadly assessed in a "yes/no' or "with or without" 
framework. e.g .• two levels each of fertilizer. weed
ing, disease control, planting date, plant density, etc. 
For this work of sieving out the more important 
factors, two-level n-factor factorials are best. For 
example, with two levels of fertilizer, late and early 
planting, low and high plant density. with and without 
weeding and with and without insecticide, there 
would be five factors giving a total of s~ = 25 treat
ments per replicate. Such two-level experiments do 
not yield data suitable for production function (i.e., 
marginal) analysis. But they can greatly assist in 
the development of improved packages of technology 
and help identify the important factors to t.e studied 
in more detailed experiments. This later work can 
emphasize questions of optimality as opposed to the 
earlier work aimed simply at identifying improved 
economic input combinations. 

Some broad rules of thumb to apply (in consul
tation with cooperating scientists) in choosing exper
imental designs for obtaining data for production 
function analysis are as follows (Dillon, 1977, Ch. 5): 

(a) on the basis of prior two-level n-factor exper
iments or other knowledge. make a priority 
listing of the potential factors to be studied; 

(b) assess available experimental resources to see 
the number of experimental units (plots or 
animal groups) of different sizes that could be 
allocated between treatments and replicates 
with different designs involving alternative 
numbers of factors moving down the priority 
listing; 

(c) check that there are not analogous experi
ments from previous years or in other relevant 



places with which the results of the proposed 
experiment could be combined; if so, think of 
arranging the experiment so that combined 
analysis is feasible - this way far more re
liable information is possible and rtsearch ef
ficiency enhanced; 

(d) in terms of design, mimmal guidelines to 
aim for relative to the number (n) of factors 
involved might be along the lines: 

if n = 1, use at least six or seven levels with 
at least one replication; 

if n = 2, use at least three fifths of a five
level factorial and if possible a com
plete five-level factorial, with at least 
one replication; 

if n = 3, try to have at least five levels of 
each factor in a fractimtal factorial 
with at least one replication; 

if n '::,. 4. aim to have at least four levels of 
each factor in a fractional factorial 
with at least one replication. 

In general. as discussed by Dillon 0977, Ch. 5), 
livestock experiments are more complicated to run 
and analyse than crop experiments. 

ENVJRONMENTAL FACTORS 

Inevitably there will be variations in such factors 
as soil characteristics (e.g., available nutrients, pH, 
organic matter). weather parameters (e.g., rainfall, 
temperature, solar energy). disease effects, etc. across 
experimental units in space (i.e., from location to 
location) and in time (i.e., from year to year). As 
exemplified by Barker ( 1978) and Singh and Sharma 
( 1969), these variations cause substantial variations 
in output over space and time. Accordingly, so far 
as possible, information should also be collected on 
relevant environmental variables. If this is done, as 
discussed by Anderson, Dillon and Hardaker (1977, 
'"'~. 6} and Dillon (1977. Ch. 5), it then becomes 
ll_,,sible ,1 fit more t"omprehensive production func
tions of the form 

Y = f (decision variables; suil characteristics; 
weather parameters; disease parameters; etc.) 

covering results from different locations and years. 
Such functions provide a better basis for extrapo
lation to other locations and also provide a sounder 
basis for farmer recommendations with allowance 
made for response variation over space and time. 

FARM VERSUS EXPERIMENTAL RESULTS 

Because of more intensive management, use of sole 
cropping and the generally smaller areas involved, 
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experimental yields are inevitably better tkan farm 
yields (Dillon, 1977, Ct>. 5). As discussed in Section 
1.5 and by De Datta et a/. (1978) and Barker (1978), 
the size and causes of this yield gap are a topic re
quiring research relative to different types of crops 
and farmers in difft:rent regions. In particular, ex
perimental research on crops has not yet adequately 
recognized that crop production on small farms is 
frequently based on multiple cropping systems with 
strong complementary and competitive effects be
tween crops. 

Whatever its causes, the existence of the difference 
between farm and experimental yields must t.e taken 
into account when we are drawing either fanner rec
ommendations or policy implications from pro
duction function analysis based on exp..;rimental data 
- and, unles:> we have additional knowledge, subjec
tive judgement must be exercised about how big 
the difference is likely to be. 

Though we have covered the major considemtions 
i!lvolved in production function analysis based on 
experimental data, there are many other aspects of 
possibie relevance. These arc variously discussed by 
Anderson (1967), Anderson, Dillon and Hardaker 
(1977, Ch. 6) and Dillon (1977). 

7.11 Farm survey data for whole-farm 
production function analysis 

Farm surveys may be organized specifically to 
obtain data for the estimation of technical unit pro
duction functions. For example, data on crop yields 
and associated fertilizer usc may be collected from 
a sample of farms to estimate crop-fertilizer functions. 
The important considera!ions in such work are to 
ensure (a) that there is as little variation as possible 
in factors not included in the analysis (e.g .. soil type, 
cultivation practices, climate, etc.), (b) that there is 
plenty of variation in the input combinations under 
study (e.g., that not all the fanners arc using the 
same levels of fertilizer) and (c) that sample size is 
adequate - say of at least 40 or so. 

More usually, farm survey data are collected or 
used for the estimation vf whole-farm production 
functions. These are functions relating total farm 
output to the use of land, labour and capital on a 
whole-farm basis. In collecting data for estimating 
such functions it is important that standardized pro
cedures be used so far as possible. as discussed in 
Chapter 2, and that - if possible - sufficient data 
be collected to allow for the analysis of output vari
ation over space and time as discussed by Dillon 
(1977. Ch. 5). In particular, use may be made of 
F AO's Farm Management Data Collection and Anal
ysis System (Friedrich, 1977) which provides a com
prehensive system of data collection and analysis, 
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including the fitting of productiui! functions tt1n 
either a whole-farm or technical unit basis) by least
squares regression. 

C'IASSIFICATION OF FACTORS 

Because whole-farm production functions usually 
involve more than two factors and because factor 
interrelationships are generally assumed to be mul
tiplicative at the whole-farm level, the power function 
is indicated as the most appropriate functional form 
for whole-farm analysis. Moreover, experience in
dicates it generally works satisfactorily. 

The use to which an estimated whole-farm pro
duction function can l:.c put depends on the way in 
which inputs and output are defined and measured. 
The broad resource categories involved are land, 
labour, capital and management. As yet, there is no 
satisfactory way of measuring management so we 
will assume it is not included in the function. The 
other factors - land, labeur and capital - · can be 
disaggregated in various ways to give a more spe
cific set of factors. e.g .. land of different types, dif
ferent categories of capit<d expenditure, etc. If a 
high degree of aggregation is used, the implications 
of the resultant function may be of Hale relevance 
to farmer decision making. For example, knowl
edge that the marginal return to capital exceeds its 
cost o.1 the average sa:nple farm may be of little 
usc to a partkular farmer. He net~ds to know just 
what type of capital expenditure t.) make. On the 
other hand, such genera! information may be very 
usdul to a policy maker who has to decide on credit 
policy. 

Ideally, inpl'.t and output variables should t.e 
measured in homogeneous physical units. This, how
ever, is impossible, especially for capital Items and 
for output if multiple products arc involved. The 
practical basis of aggregation has to be in value 
terms. Consequently, the distinction between a phys
ical production function and a value of production 
function is generally Nurred in whole-farm analysis. 
Also, the generality of the fitted function is reduced 
since it strictly applies only to the particular price 
regime on which value aggregation is based. 

CAPITAL 

Capital may be disaggregated in various ways into 
a number of separate input categories. The rule is 
that the particular specific inputs within an indi
vidual category should he as nearly perfect substi
tutes <RTSu = 1) or perfect complements (RTSIJ = 0) 
as possible. As well as being theoretically correct, 
this rule is functional in that it tends to specify the 
production problem in a way meaningful to farmers. 

Heady and Dillon (1961, p. 220) indicate some of 
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the ways in which capital has been disaggregated. 
Some of these examples of disaggregaiion of capital 
encompassing a variety of types of farms are: 

(a) into: farm improvements (depreciation cost on 
buildings, levees, etc.); liquid assets (bullocks, 
feed, seed, fertilizer. etc.); working assets (ma
chinery, breeding livestock, equipment, etc.) 
and cash operating expenses (repairs, fuel, 
oil); 

(b) into: machinery and equipment (depreciation, 
maintenance and rJnning costs); livestock and 
feed expenses: miscellaneous operating ex
penses; 

(c) into: depreciation on machint;ry; feed pur
chase; fertilizer: miscellaneous operating ex
penses (fuel, repairs, etc.). 

Thus a variety of categories has been used. In 
general, two broad categories may be distinguished: 
(t) items lasting longer than a single production pe
riod (e.g .• tools and equipment); and (il) items vir
tually completely used up in a single production 
period (e.g., insecticide). Long-lived items should 
be entered in the production funciton in terms of 
their annual depreciation and maintenance costs: 
single period items in terms of their cost landed on 
the farm. Note also that any cash operating expense 
items (such as harvesting costs and freight on output) 
whose size is directly determined by the volume of 
output should be excluded from the analysis. 

LABOUR 

Two factors must be borne in mind in measuring 
the input of labour. First, what is needed is the 
amount of labour actually used in production, not 
the amount of labour available, some of which may 
not have been used. Second, so far as possible, ac
count must be taken of variations in labour qual!ty 
by calculating the total labour used in tem1s of some 
standard unit such as Adult Male Equivalents. 

LAND 

If possible, the sample observations should be 
confined to farms that are relatively homogeneous 
in land quality. If so, area can be used as a measure 
of land services used. If not, standardization in 
market value terms is necessary. If there are distinct 
differences in land type (e.g., flat versus hilly, arable 
versus non-arable, irrigated versus non-irrigated), 
land should also be disaggregated in terms of type. 
Of course, land not used should not be included in 
the analysis. 



OUTPUT 

Most farms produce more than one type of prod· 
uct. For whole-farm analysis, therefore, the various 
types of output have to b.: aggregated to a single 
measure. Sometimes it may be possible to allocate a 
farm's input use between crop and livestock prod
ucts. If so, separate functions can be fitted, one 
for crop products and one for livestock production. 

The only logical way to aggregate different prod
ucts is in value terms. In consequence, nothing 
can then be said relative to resource allocation in 
individual crop enterprises. And, as previously noted, 
aggregation in value lt!rms implies that product prices 
have already been specified and cannot be varied in 
a:-~alysis without re-estimating the production func
tion for each set of proJuct prices to be investigated. 

Ust>,;G TilE 1'0\', ER fUNITtON 

Economic analysis of whLlie-farm production func
tions follows the pmce<.!ures presented i:-t Section 7.6 
and ..:x~.:mplifi.:d in Section 7. 7. Howo.:ver. two par
tiLular things need to b..: done in using tho.: power 
function. First, some observations will usually in
v,Jiw Jo.:rn levels llf on..: or moro.: input factors. The 
power functitm implio.:s each factor must be at a 
non-zero level. To overcome this dilli::ulty, the 1ero 
observations should be rt:placL·d by some arbitrary 
amount of small site. Second. analysis tlf the fitted 
powo.:r function to estimal..: the value of marginal 
product of an input relativo.: to ih prico.: should tc 
carrio.:d out wi:h each input at tho.: level equal to its 
geometric mean level in tho.: sample. For each input 
f;1ctor this lev..:! corresponds to the mean of the 
logarithms of the sample observations. 

As in the case of cxperim~:ntal data, there are many 
other considerations that may be taken into account 
in whole-farm productiLm function analysis. Dis
cussion of such points is to be found in Heady and 
Dillon (1961. \hs. 4 to 7). 

SUBS I STF~1. 'E COSSIDERA TIONS 

As with any farm management research involving 
farms with a subsistence component, care must be 
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exercised in using production function analysis with 
such farms. In particular, the measarement of output 
should include production used for subsistence and 
other non-commercial purposes. Likewise, judge· 
ment has to be exercised about the prices and op
portunity costs to be used for economic appraisal. 
This will be increasingly difficult the greater the 
degree to which input transactions arc not cornmer· 
cialized. Indeed, with pure subsistence farming it 
may be impossible to decide on any objective set 
of prices (barter values) or opportunity costs on 
which economic analysis can be based. 
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Because of their lack of control over climate, the 
markets in which they sell and the institutional en
vironment ir which they operate, farmers always 
face uncertainty and the consequent risks of income 
variability generated by this uncertainty. For small 
farmers. and especially sub~istence farmers, this un
certainty can frequently involve calamitous conse
quences. In Chapter 6 we outlined some general 
procedures (conservative rules of thumb for invest
ment appraisal, minimum returns analysis and sensi
tivity analysis) for taking account of risk in a gen
eral way relative to any particular recommendation 
domain. In this chapter our orientation is to the in
dividual farmer rather than to the group of farmers 
constituting a recommendation domain. 

Dealing with an individual farmer, it is possible 
to take account of his personal beliefs about the 
risks he faces and his personal preferences for the 
possible consequences associated with any risky de
cision he might consider taking. To do this we use 
decisioll theory analysis which provides a proce
dure for ensuring that an individual makes decisions 
which arc consistent with his personal beliefs and 
preferences, and - given these beliefs and prefer
ences - that these decisions are the best possible 
given the information available to him. Of course, 
decision analysis does not guarantee that, with hind
sight, the decision wil: be seen to be correct in :he 
sense of giving the best possible result. That wuutd 
only be possible with perfect foresight (i.e., in the 
absence of uncertainty). All that decision analysis 
ensures is that good decisions are made relative to 
the uncertainty perceived by the decision maker and 
his risk preferences. 

In outlining the procedure of decision analysis, we 
will first specify the component elements of any de
cision problem, discuss the concepts of degrees of 
belief (probability) and degrees of preference (utility), 
and then illustrate the application of decision anal
ysis by way of a decision tree. The approach out
lined is very pragmatic and oriented to the situation 
of a farm management specialist assisting an in
dividual farmer in his decision making. No concern 
is given to the finer details or possible extensions of 
decision theory. For such fuller elaboration, refer-

8. RISKY DECISION ANALYSIS 
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ence should be made to Anderson. Dillon and Har
daker (1977), Halter and Dean (1971) Oi Makeham, 
Halter and Dillon (1968). 

8.1 Compoaeats or a risky decision 

Any risky decision involves acts, states, probabiH
ties, consequences and a choice criterion. These 
components are specified as follows. 

Acrs 

Acts are the relevant actions available to the de
cision maker. They constitute the set of altema· 
tive decisions among which he has to choose. We 
will denote the j-th act by aJ. The acts a1, a2, ••• aJ, ... 
must be defined to be mutually exclusive and should 
be exhaustive in the sense of covering all possible 
alternatives. Obviously a decision maker can only 
be as good as the decisions he considers, so good 
decidon analysis must be based on skilful definition 
of the acts. One act that must always be considered 
is to do nothing or to defer action. Decision prob
lems featuring a continuous variable, such as fer
tilizer rate, may sometimes require specification of 
an infinite set of possible acts but typically can be 
represented approximately but adequately by a small 
finite set of discrete acts. 

STATES 

The possible events or states of nature which may 
occur and influence the outcome of whatever de
cision is taken are denoted 01• 02, ••• 01, ... These 
states must also be defined in such a fashion as to 
be mutually exclusive and exhaustive. The essence 
of a risky decision problem is that the decision maker 
does not know for certain which state will prevail. 
Some state variables are intrinsically continuous 
(e.g., rainfall) but generally a discrete representa
tion of such variables (such as 'good', 'average', 
or 'poor' for rainfall) will prove adequate. Skill, 
experience and judgement are all important in spec
ifying states in optimal detail. States may be of 



simple or compound description. For example, a 
particular state of nature might be defined in terms 
of some combination of rainfall during the growing 
season, rainfall at flowering, disease incidence and 
prices after harvest so as to account for the several 
elements of uncertainty impinging on a decision. 

PROBABILITIES 

The probabilities relevant to decision making cor
respond to the degrees of belief held by the decision 
maker about the chance of occurrence of each of 
the possible relevant states. Thus they are subjective 
probabilities. The probability of the i-th state OC· 

curring is denoted by P1• As usual with probabilities 
for mutually exclusive and exhaustive events such 
as the set of states, the probability P1 must lie be
tween 0 and 1 (i.e .• 0 <. P1 ..;:: 1 ), the probability of 
either the i-th or the k-th state occurring is P1 + P1 •• 

and the probability of at least one of the states 
occurring is 1 (i.e., ~1P1 = I). 

CONSEQUENCES 

Depending on which of the uncertain states occurs, 
choice of an act leads to some particular, conse
quence, outcome or payoff. The consequence as
sociated with the j-th act and the i-th state is de
noted cu. 

CHOICE CRITERION 

In choosing between alternative acts, some cri
terion of choice is necessary in order to compare the 
set of possible consequences of any act with the set 
of possible consequences of any other act. De
cision theory implies that the appropriate choice cri
terion is expected utility (the concept of which is 
explained in Section 8.3 below) and that the best 
act to choose is the one which maximizes the de
cision maker's expected utility (Anderson, Dillon 
and Hardaker, 1977, Ch. 4). This corresponds to 
choosing the act which best meets the decision 
maker's personal preferences about consequences 
while at the same time taking account of his personal 
perception of the risks associated with his decision. 
The utility of the consequence cu is denoted U (cu) 
and thus the expected utility of the j-th act, denoted 
U (aJ), is given by 

U (aJ} = 1:1P1U (ell) 
= P1U(cll) + P2U(c2J) + ... + P1U(ciJ) + ... 

8.1 Depiction of risky dedsion problems 

Decision problems may be displayed in either 
matrix or tree form. Table 8.1, for example, depicts 
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Table 8.1 

Ot 
82 

MATRIX RI!PRESE.NTATION OF A DECISION PROBLEM 
WITH 1WO SrATES AND THREE ACTS 

Pt Cll C12 Ct3 

Pz C21 C22 C23 

in symbolic form the payoff matrix for a decision 
problem involving two possible states of nature and 
three possible acts or decision alternatives. The 
expected utility of each act would be calculated as 

U(a1) = P 1U(c11 ) + P 2U(C21 ) 

U(a) = P 1U(c1) + P 2U(C22) 

U(a3) = P 1U(c13) + P~U(C23) 

and the optimal act would be the one with the largest 
expected utility. 

Figure 8.1 shows the decision problem of Table 8.1 
in the form of a decision tree where the available 
acts are depicted as branches from decision nodes, 
conventionally denoted by squares, and states are 
shown as branches from clza11ce or event nodes de~ 
noted by circles. An essential feature of decision 
!rces is that they be drawn so lhat the sequence in 
which decisions are taken and events occur is re
flected as we move from left to right in the decision 
tree. Thus i11 the simple problem of Table 8. t as 

Act 

~) 

.:-tatu 
(C l 
_1_ 

r rub<U...ll i ty Consequ,.. n('"P 
(P.) (c.·.) 

1 

Figure 8.1. Decision tree representation of the risky deci
sion problem of Table 8.1. 



Table 8.2 EMPIRICAL EXAMPLE OF I·.~YOH MURIX FOR A 
RISKY DECISION PRO~LEM 

Alternath•c ..1ctions 

Type of season Probability 

I Spray Nut spray 

Good 0.3 Sl 900 $1 760 
Fair o.s $1600 $1600 
Poor 0.2 $1000 St200 

shown in Figure 8.1. the decision maker chooses an 
act and after he has taken this decision, one of the 
possible states of nature eventuat~s an? determines 
the consequence or outcome of hts action. 

An empirical example of a risky decision problem 
involving three states and two acts is shown in 
Table 8.2 and Figure 8.2. The alternative acts are 
for the farmer to either spray or not spray his crop 
for disease control. The possible states of nature 
are that the season will be good, fair or poor. Con
sequences are measured as the net return to the 
farmer after taking account of all the costs involved 
(including the cost of spray. if used). As in any 
risky decision. these consequences reflect the inter
action between the decision taken and the state of 
nature which occurs. 

8.3 Empirical specification 

To solve a risky decision problem, it must first 
be adequately specified in tenns of the relevant acts, 
possible states and their probabilities as seen by the 
decision maker, and the possible consequences as
sociated with each act-state pair. As we wiJI 'ihow 

t '· 1 • i ~ .1 1 1 r J 

.....!!.~~t~ 
Tyi l:: '1 

~ 

. . ~ .. ,- ,. . . . . 

.) $1900 

fair 
.5 $1600 

~-~ 
.. $1000 - . ) Sl7tO 

.5 $16CO 

. 2 $1200 

Figure 8.2. Decision tree representation of the crop deci· 
sian problem of Table 8.2. 
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in Section 8.4 below, it is not necessary to formalize 
the choice criterion in terms of utility as an equiv
alent procedure is available which can generally 
lx! used in assisting farmers in their risky choices. 

ACTS, STATES AND CONSEQUENCES 

As already noted, the acts to be considered should 
be all thosl! relevant to the problem at hand, in
cluding the act of doing nothing or deferring a de
cision, and should constitute an exhaustive and mu
tually exclusive listing of all the relevant acts. Like
wise. the states of nature to be considered should 
encompass all possil:lilities and also be mutually ex
clusive. Typically, some degree of simplification 
will be necessary in listing the possible acts and 
states so as to keep the specification of the problem 
from becoming too complicated (or the decision tree 
becoming too 'bushy'). Usually, this implies classi
fying the possible acts and states into no more than 
half a dozen or so possibilities. 

Consequences may be monetary or non-monetary, 
or both. Whenever convenient, they should be 
measured in money terms either on the direct basis 
of market values or indirectly on the basis of equiv
alent money payoffs as specified by the decision 
maker. If money values cannot be used, then the 
consequences should be specified by the decision 
maker on the basis of some subjective rating scale 
such as from 0 to 100. However, problems involving 
consequences which are measurable either directly 
in money terms or indirectly in money equivalents, 
constitute the most common type of risky decisions 
enco1mtered in farm management. These monetary 
consequences should be specified in net terms, i.e., 
as t!le net money payoff available after all the costs 
associated with the deci~ion arc subtracted from the 
gross revenue received from the decision. In e.s· 
sence, therefore, the calculation of consequences m 
money terms involves carrying out a budget-type 
exercise for each act-state pair. If the act-event 
sequences of a decision extend over a year or more 
and there are significant differences between alter
native acts in their time pattern of expenditures and 
revenues, then discounting should be applied and 
the consequences measured in present value terms. 

PRoBABILITIES OR DEGREES OF BELIEF 

A farmer bears the consequences of any risky 
decision he takes. It is always his decision and his 
responsibility. Hence any decision he takes should 
be based on his personal degrees of belief about the 
likelihood of the different states that might occur. 
These degrees of belief correspond to his subjective 
probatilities for the possible events. In m~king 
these probability judgements, of course, he will be 



guided by his own experience and any other informa
tion which he judges to be relevant (such as historical 
records, natural signs and advice from experts or 
wizards). Thus there is no reason why two farmers 
in otherwise identical circumstancl!s facing the same 
states and consequences should not hold differing 
degrees of belief about the occurrence of the states 
(and thu~ reach different decisions even if their 
choice criteria are the same). Further, such per
sonal probability judgements cannot be 'right' or 
'wrong', although a rational person WC;Uld wish to 
refine his degrr·es of belief, eliminating as far as 
possible any biases arising from misconceptions or 
misinterpretations of the data available to him. 

The most important sources of bias likely to occur 
in making probability judgements relate to the phe
nomena of represemmiveness and anc:lwring. We 
will look at each of these sources of IJias in turn. 

Many probability judgements iequire an assess
ment of the chance that A is a member of the set B. 
For example, a farmer may need to evaluate the 
probability that a spell of dry weather is the start 
of a prolonged drought. Typically such judgements 
are made by assessing the extent to which the object 
or occurrence undl!r review is representative of thl.! 
class to which it is to be rdah'd. So our farmer 
might judge how represl'niativl.! the current dry 
spell is of thl.! first few Wl!l.!ks of droughts he has 
experienced in the past. While representativeness is 
otviously a relevant clue in forming probability 
judgements, th :re is a danger of placing too much 
reliance on it to the neglect of other kinds of evi
dence. For example, the farmer might assign a 
high probability to the possibility of a drought 
starting because "the present dry spell is just like 
the start of the last big drought", disregarding the 
fact that few spells of dry weather actually develop 
into long droughts. Likewise, our farmer might 
misconceive chance by misguidedly saying that be
cause on average one year in five in his area is a 
drought year and because the last four years have 
teen wet, there is sure to be a drought this year. 

Anchoring is the second source of bias and is of 
particular importance in the context of the proba
bility elicitation methods described below. Most 
people find the introspective effort required to make 
probability judgements quite difficult. In conse
quence, once some particular value occurs to them 
or is suggested by someone else, they tend to anchor 
on this value. Such anchoring can lead to assessed 
probability distributions that have too small a vari
ance. For this reason care must be taken to try 
and avoid bias due to anchoring on the first values 
considered. 

As outlined by Anderson, Dillon and Hardaker 
(1977), various methods are available to elicit a 
decision maker's degrees of belief for the events 
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judged relevant to whatever risky decision problem 
he is facing. For work with small farmers, and par
ticularly for problems involving discrete states of 
nature, the visual impact method is probably best. 
With this procedure a chart or form is prepared on 
which discrete values or class intervals of the random 
variable being considered (e.g., rainfall), or the spec
ified states of nature (e.g., high, medium or low 
prices), are identified along with respective spaces 
for counters. A reasonable number of counters (say 
50 matches) are then allocated visually over the spaces 
by the decision maker according to his degrees of 
belief. Once an initial allocation has been made 
ty the decision maker, he can review it visually and 
make any desired adjustments to the distribution 
across the cells corresponding to the set of states. 
Probabilities are tten given as the ratios of observed 
cell frequencies to total counters. For example, if 
twelve out of 50 counters are allocated to the space 
for the fourth possible state, P4 = 12/50 = 0.24. As 
well as for simple events such as the type of season 
that may occur, the visual impact method can also 
be used to elicit probabilities for more complicated 
states of nature based on compound events. For 
example, if the consequences of a decision depend 
on both the type of season (which may be good, 
fair or poor, say) and the level of product price 
(which may be high, medium or low say), there 
will be a total of nine possible states eaLh consisting 
of some type of season in conjunction with some 
price level. The required chart for the visual im
pact procedure would thus, in this case, involve a 
total of nine cells, one for each of the possible com
binations of season and price. 

When states of nature correspond to continuous 
random variables, they are sometimes best estimated 
as continuous probability distributions, even though 
they may be adequately modelled in discrete form. 
The easiest method is to elicit the decision maker's 
cumulative distribution function for the variable of 
interest. Suppose the variable of interest is denoted 
by X. Then the cumulative distributlon function for 
X is defined as the curve showing for any particular 
level of X, say X*, the probability that X may be 
less than or equal to X*, i.e., it specifies P(X < X*) 
where P denotes probability. Such functions can 
be depicted graphically with P(X <X*) plotted on 
the vertical axis and X* on the horizontal axis, as 
shown in Figure 8.3 which, for example, indicates 
that the elicited subjective proba1Jility of there being 
at least 200 em of June-October rain in Hissar next 
year is 0. 75. 

The visual impact method can be adapted to the 
elicitation of the probability distribution of a con
tinuous random variable. The range of the variatle 
is first determined and divided into a convenient 
number of mutually exclusive and exhaustive class 
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Figure 8.3. Subjective cumulative distribution function 
elicited for next year's June-October rainfall in Hissar. 

intervals. The decision maker ~hen allocates counters 
to the classes as before, the probability for each 
class being calculated as the ratio of the class fre
quency to the total counters. and these probabilities 
are then cumulated to specify points on the cumu
lative distribution curve. As in Figure 8.3, a curve 
can then be smoothed through these points per
mitting values of P(X < X*) to be read off for any 
selected values of X*. 

A second method of determining the cumulative 
distribution curve is that known as the judgemental 
fracrile method. This method proceeds by direct 
questioning of the decision maker via a series of 
questions such as: 

(1) For what value of X* is it just as likely X 
will be above X* as it is likely it will be 
below it? This X* value corresponds to 
P(X < X*) = 0.5. It may be denoted X0 • 5 • 

(2) For what value of X* is it just as likely X 
will be above X* as it is likely it will be 
below it but above XM? This X* value cor
responds to P(X ~X"')= 0.75. It may be 
denoted X0 , 75 • 

(3) For what value of X* is it just as likely X 
will t.e below X* as ;t is likely it will be 
above it but below Xn.,? This X* value cor
responds to P(X <;: X*) = 0.25. It may be 
denoted X0,2 ~ • 

(4) For what value of X* is it just as likely X 
will be below X* and above X0 • 75 as it is 
likely it will be above X*? This X* value 
corresponds to P(X ~ X*) = 0.875. It may 
be denoted X0 , 675 • 

(5) For what value of X* is it just as likely X 
will be below X* and above X 0 • 5 as it is likely 
it will be above X* but below X0 , 75? This 
X* value rorresponds to P(X < X*) = 0.625. 
It may be denoted X 0 , 825 • 

A further two questions analogous to questions (4) 
and (5) above but respectively referring to the equal 
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probability intervals above and below X0 , 23 would 
provide X 0 .m and X0 • 125 • With these seve,'\ ques
tions, seven points are provided for plotting the cu
mulative distribution curve which can be smoothed 
through the elicited points. Such an approach was 
used in eliciting the cumulative distribution curve of 
Figure 8.3. Of course, the above questioning pro
cedure will actually proceed in an iterative fashion. 
Thus, for example, question (1) might proceed in 
the form: "Consider the value X*. Is X more like
ly to be above or below X*?" Several X• values 
may be tried before the decision maker declares that 
some particular value equals X0 .~ • 

UTiliTY OR DEGREES OF PREFERENCE 

Once the acts, states, state probabilities and act
state consequences of a risky decision problem have 
been sp_ecified, it only remains to choose the optimal 
act on the t.asis of maximizing expected utility. Ex
pected utility is a quantitative measure of a decision 
maker's preference for the set of possible conse
quences associated with a risky act. Comparing the 
expected utility of the alternative acts is equivalent to 
a comparison of the decision maker's degrees of 
preference for these alternatives and enables the 
most preferred act to be selected. As shown by An
derson, Dillon and Hardaker (1977, Ch. 4), it is 
possible to elicit the utility curve or utility function 
for any individual decision maker and use this to 
read off his utility value for any particular conse
quence. Then, applying the decision maker's prob
abilities for the states of nature, the expected utility 
of each alternative act may be calculated. For ex
ample, for the j-th act we would have: 

U(aJ) = ~~P1U(cu). 

However, fer the great majority of practical farm 
management decisions, a far simpler but equivalent 
approach can be used. This is known as the cer
tainty equivalent approach. 

8.4 Certainty equivalent approach 

The certainty equivalent approach rests on the 
fact that for the risky set of consequences associated 
with any particular act that may be selected by the 
decision maker from the alternatives available to 
him, there will be some sure (i.e., non-risky) conse
quence which, if it were available, he would regard 
as equivalent in intrinsic value to him as the risky 
set of consequences. In other words he would be 
indifferent between receiving the sure consequence 
and taking the act with its risky set of consequences. 
This implies that the utility of the risky act is equal 
to the utility of the sure consequence. For this 



reason the sure equivalent amount is known as the 
certainty equivalent of the risky set of consequences. 

For example, suppose one of the acts available 
to a farmer in a risky choice situation involved pos
sible net payoffs or consequencl!s of $600, $400 and 
-$100 with probabilities respectively of 0.3, 0.4 and 
0.3. After consideration our farmer might say that 
he would be indifferent between choosing this act 
and receiving a sure payment of $270. Thus the 
farmer's certainty equivalent for this risky act is 
$270. Faced with the same set of risky consequences, 
another farmer might specify a certainty equivalent 
of $340, indicating that his risk preferences are dif
ferent to those of the first farmer. 

RISK AlTITUDES 

By comparing decision makers' certainty equiv
alents for the same risky set of consequences. we 
can judge whether they are more or less risk averse 
than one another: and by comparing a decision 
maker's certainty equivalent with the expected money 
value of the risky set of consequences, we can tell 
whether. within the range of consequences consid
ered. he is risk averse, risk neutral or risk pre
ferring. Thus the farmer whose certainty equivalent 
for the above risky act is S270 is more risk averse 
than the farmer whose certainty equivalent is $340. 
Further, since the expected money value of the 
risky act is $310 [= (0.3) (600) + <0.4) (400) + (0.3) 
(-100)]. we can say the first farmer is risk averse 
because his certainty equivalent is less than $310. 
The second farmer is risk preferring since his cer
tainty equivalent of $340 is greater than the act's 
expected money value. Stated another way, the 
first farmer would be willing to forgo up to $40 in 
expected money terms (i.e., $270- S310) in order 
to avoid taking the risky act. He would prefer any 
sure amount greater than $270 rather than the risky 
act. In contrast, the second farmer would need to 
receive a sure payment of at least $30 more than 
the expected money value of the risky act (i.e., 
$340 -- $31 0) before he would acct~pt the sure con
sequence rather than the risky act. Only if a decision 
maker's certainty equivalent for a risky act is equal 
to its expected money value is he risk neutral. 

SoLUTION PROCEDURE 

To use the certainty equivalent approach to solve 
risky decision problems, all we have to do is get 
the decision maker to nominate (by introspection) 
his certainty equivalent for each alternaiive risky 
acl The act with the highest cer:ainty equivalent 
is then his best choice because it corresponds best 
with his preferences taking into account the un
certainties present in the decision situation. 

Decision trees provide the most convenient way 
of applying the certainty equivalent approach to 
solving risky decision problems. The reason for this 
is that, compared :o a payoff matrix. the decision 
tree representation provides a far more readily com
prehended model of the decision problem. In par
ticular, unlike a payoff matrix, n decision tree shows 
clearly the time sequencing of acts and events. 

Application of the certainty equivalent approach 
via a decision tree model of risky choice involves 
the following five steps: 

I. Draw the decision tree in chronological sequence 
from left to right with acts branching from de
cision nodes denoted by squares and events 
branching from event or chance nodes denoted 
by circles. 

II. Assign the relevant subjective probabilities to 
event branches, checking that the probabilities 
are consistent with the logic of probability. 

III. Attach net dollar payoffs to the terminal 
branches, making sure that account has been 
taken of all the costs and revenues of preceding 
branches. If the time span involved is suffi
ciently long. the terminal payoffs should be 
measured in present value terms. 
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IV. Working back leftward from the terminal 
branches, replace the chance events at each 
event node by their certainty equivalent; then 
choose between antecedent acts on the basis of 
thei;: certainty equivalents. the act with the 
highest certainty equivalent being tii~ p1~ferred 

alternative at each decision node. This process 
is known as backward induction. As backward 
induction proceeds, write the certainty equiv
alent at each event node to make the whole 
process clearly explicit. 

V. Mark off or delete inferior acts as they are 
located so that when the base of the tree is 
reached, the optimal path through the tree (i.e., 
the optimal act) is clearly evident. 

8.5 Some illustrative examples 

A simple example is given by applying the cer
tainty equivalent approach to the decision tree of 
Figure 8.2. This tree already shows all the relevant 
information. It only remains to determine the de
cision maker's certainty equivalent for each of the 
two event nodes and then apply backward in
duction - which in this case is very simple since 
there is only a single decision node. Suppose that 
on the basis of our questioning and his introspection, 
the farmer specifies a certainty equivalent of $1 510 
for the set of risky consequences branching from 
event node A and a certainty equivalent of $1 550 



for those at event node B. The decision pmblern 
of Figure 8.2 may then be replaced by the equivalent 
but simpler decision problem of Figure 8.4 which 
involves the original singie decision node but no 
chance nodes. It is immediately apparent that the 
preferred choice is action a~. i.e., not to spray. and 
we can cross off the alternative a 1• Thus, although 
the alternatives of spraying or not spraying have 
expected money values that are very nearly equal 
($1 570 and $1 568, respect:vely). we have ascertainr.d 
that the farmer's preferences for money outcomes 
and his attitude to risk are such that he would 
clearly be better served by choosing not to spray. 

Conceptually there is no reason why the cer
tainly equivalent approach could not be applied to 
risky decision problems depicted in matrix form. 
Thus it would be an easy matter in the case of the 
matrix presentation of Tahle 8.2 to add a row at 
the bottom of the matrix in which elicited certainty 
cquivaler.ts could be in~erted and the act with the 
largest certainty equivalent selected. As a practical 
matter, however, most real-world farm decisions 
would involve a larger payoff matrix than that of 
Table 8.2 and the elicitation of a farmer's certainty 
equivalents would proceed more easily in the context 
of the decision tree format. 

As an example of a more complicated risky de
cision problem we will present a problem analysed 
by Singh ( 1978) based on data collected by Singh 
and Chaudhry ( 1977). The problem relates to that 
of a farmer in Haryana. India, who has grown 5 ha 
of potatoes. He has to decide whether to harvest 
and sell the crop green now in Novemkr while it is 
still :making some growth, or to harvest in January 
when the crop will be mature. If he harvests in 
January, he may either sell immediately or store the 
crop until October. The uncertainties in the sit· 
uation relate to the prices that will prevail in January 

Act 

(not 
spray} 

Certainty 
equivalent 

$1510 

$1550 

Fig1tre 8.4 Application of certainty equivalent approach to 
risky decision prl)blem of Figure 8.2. 
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and October. although yield uncertainty could also 
b:.: included in the analysis if it were relevant. 

Relevant information as elicited from the farmer 
for detailing the decision tree is as follows: 

Harvest in November: 
Yield: 150 q/ha. 
Price: Rs60/q. 
Harvest cost: Rs287jha. 
Payoff: (150) (5) (60)- (5) (287) = Rs43 565. 

Harvest in January and sell immediately: 
Yield: 190 q/ha. 
Price: 0.5 chance of Rs50/q and 0.5 chance of 

Rs40/q. 
Harvest cost: Rs287/ha. 
Payoff: Rs46 065 if price is Rs50/q. 

Rs36 565 if price is Rs40/q. 

Harvest in January and store for October sale: 
Yield after storage (4.21 percent loss): 182 q/ha. 
Price: 0.6 chance of Rs75/q and 0.4 chance of 

Rs62/q. 
Harvest cost: Rs287jha. 
Storage preparation cost (grading, etc.): Rs86/ita. 
Storage cost: Rsl2.50,'q. 
Payoff: Rs55 010 if price is Rs75/q. 

Rs43 180 if price is Rs62{q. 

It is important to emphasize that all the above in
formation is as agreed by the farmer and that, in 
particular, the price levels and probabilities reflect 
his personal judgement of the relevant parameter 
values. Given this information, the decision tree 
can be drawn as in Figure 8.5. Note that it involves 
a sequence with two act nodes and two event nodes. 
From left to right, these nodes reflect the chrono
logical order of deciding whether or not to harvest 
in November, the ~hance determination of prices in 
January, the decision of whether or not to sell or 
store if harvest is in January, and the chance de
termination of price in October. 

Guided by the potato farmer's introspection, back
ward induction based on certainty equivalence can 
be used to solve the decision tree of Figure 8.5. We 
begin with the event forks fnrthest to the right in 
the tree. There are two of these, labelled A and B. 
and by the nature of the present problem, they are 
identical (having the same risky consequence set 
with the same probabilities of occurrence). Based 
on introspection, suppose the farmer nominates a 
sure payment of Rs45 000 as his certainty equivalent 
for event node A. and hence for event node B also. 
With this information, we can replace Figure 8.5 with 
the simpler but equivalent tree of Figure 8.6. In
spection of Figure 8.6 indicates that if the crop is 
harvested in January and the January price should 



Act 
(No'Veji;berl 

Event 
(J~l 

Act 
(January) 

Event 
(O~r) 

Net 
payoff 

Rs43 ,565 ] 

Rs46 ,065 

Rs55,010 

Rs43,180 

!!SI----------------1 Rs36,56'SJ 

Rs55,010 

---------~ Rs43,180 

Figure 8.5. Decision tree representation of potato harvest problem. 

turn out to be Rs501q. it would be best to harvest 
and sell (giving Rs46 065) rather than to store (with 
a certainty equivalent payoff of Rs45 000). Ac-

i·' •. 
r,. 

''.l ~.•. ": -. 

Figure 8.6. First-stage backward induction of potato har
vest problem of Figure S.S. 
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cordingly. the harvest and store act at decision node 
C can be eliminated from further consideration. Con· 
vcrsely, if the January price should be Rs40/q, the 
best act at decision node D would be to store for 
October sale. In consequence, should the optimal 
act for the farmer in November be to leave his crop 
for January harvest (as we show is the case below), 
he can plan to assess the price situation in January 
and act accordingly. If the January price is Rs50/q. 
he should harvest and sell for a payoff of Rs46 065. 
If the January price is Rs40/q. he should store to 
October for a payoff with a certainty equivalent of 
Rs45 000. 

Continuing with the backward induction, we can 
replace decision nodes C and D with their payoffs 
trom the preferred decisions at those nodes. This 
reduces the decision tree of Figure 8.6 to that of 
Figure 8.7 in which there is a single event node E 
to be evaluated. Suppose the decision maker nom
inates Rs45 400 as his certainty equivalent for the 
risky consequences at E. Again, the decision tree 
can be simplified by backward induction to give 
Figure 8.8. As this simplified tree shows, the de
cision problem has now been reduced to a choice 
between a sure payoff of Rs43 565 for harvesting 



Act 
i tlovEolllLer) 

Net 
payoff 

Event or 
(J;muary) equivale~ 

Harvest 
green 

Leave to P • 0. 

1134). 565 

mature January price 
of Rs50,'q 

Jan'lary r..ric~ 

of R~4rJ/q 
I'= 0.~ 

Figure 8.7. Second-stage backward induction of potato 
harvest problem of Figure 8.5. 

green in November and a sure equivalent payoff of 
Rs45 400 for harvesting in January. Obviously, the 
optimal decision is to harvest in January and to then 
decide whether to sell in January or in October 
according as to whether the January price is Rs50/q 
or Rs40jq. Note that this solution applies only to 
the particular farmer we have been considering. 
Another farmer, because of his personal degrees of 
belief and preferences !as reflected \:.y his personal 
probability judgements and certainty equivalents) 
could reach a different conclusion as to his optimal 
decision. 

Exactly the same procedures as illustrated above 
would apply for more cnmplicated problems in
volving lengthier act-event sequences, acts with larger 
numbers of alternatives, and events with more pos
sible outcomes. The secret of such analyses is to 
model the decision problem in such fashion as to 
capture its important elements in terms of decisions 
and events without making the decision tree so bushy 
that it is incomprehensible. Only if the tree is 
comprehensible will a farmer be able to adequately 
specify his certainty equivalents for backward in
duction. 

8.6 Sparse data situations 

Often only limited data may be available in sit· 
uations in which it is desired to apply decision anal· 
ysis. In such cases, as long as the judgements are 
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made carefully. the appropriate procedure is to sub
jectively estimate the required probabilities about 
prices, yields or whatever. For probability estima
tion with sparse data, use can also be made of what 
is known as the fractile rule (Anderson, Dillon and 
Hardaker, 1977, Ch. 3). This says that if n obser
vations are available on a continuous random vari
able, then when these observations are arranged 
in ascending order of size. the k-th observation is a 
reasonable estimate of the k/(n + 1) fractile. This 
implies that a reasonab!e estimate of the probability 
of a randomly drawn value of the variable being less 
than or equal to the k·th observed value is k/(n + 1). 
Fractile estimates made in this way can te plotted 
~nd a cumulative distribution function can be 
smoothed through the plotted points. In sketching 
such a function, account should be taken of any 
other relevant knowledge about the distribution. For 
example, it is obvious that a distribution of the 
yield of a crop cannot I!Xtend to negative values. 

Act 

Net 
payoff 

or 
equivalent 

Rs43,565 

P.s45 ,400 

Figure 8.8. Final stage backward induction of potato har· 
vest problem of Figure 8.5. 



Table 8.3 fRACTILES FOR 1lfl! :::ISTRIBU110N OF NET BENEFITS ($/ba) FROM i!.'>CH OF THE ALTERNATIVE FERTILIZER INVI!STMI!NTS 

OF TABLE 6.5 

Alternative (N ,P) investments 

Fractile 

I I 1 (150.0) I I I (100.25l 1 (150.25) 1 (0.50) 1 (50.50) 1 (100.50) 1 (150.50) (0,0) (50.0) (100,0) (0,25) (50,25) . 

0.111 360 670 870 670 I 080 1620 
I 

I 090 970 510 I 310 1 550 1460 

0.22~ 1090 I 280 970 710 1200 I 8(1() 1660 I 090 680 2 !50 I 590 1490 
0.333 I 380 I 650 2 370 2 080 I 330 2 190 2100 I 880 720 2 210 1980 2 120 
0.444 1450 I S9D 2 830 2 610 I 540 2 710 2 660 2 700 750 2 50J 2 690 2 630 
0.555 l 480 2 200 2 960 2 730 I !l20 2 830 3 320 3 080 900 2 770 3 440 2 930 
0.667 2 180 2 990 3420 3 080 2120 3 390 3 440 3 280 950 3020 3 440 3 840 
0.778 3 740 3 920 3 730 3 130 

I 
2410 3 800 3 690 4600 3 990 3 440 3 950 4 120 

0.889 4 270 4420 3810 3 490 3 700 4 ()()() 4 480 4 900 4060 4140 4 320 4160 

Table 8.4 ESTIIIHlED NET BE:o-"EHTS ($/ha) \i'ID ASSOCIATED PROB.,Dil.!TIES FOR DECISION ANALYSIS OF THE. FER11L17ER 
INVE~iTME~I PROBLEM 

Alternative ( N ,P) investments 

Prubabilit\' 
(0 0) tSO.O\ !100.0\ 1150,0) (0.25\ 1 (50.25\ 1 ,,00.251 1 (150.251 1 (0.50) (50,50) I (100,50) I (150,50) 

I 
I I 1/3 725 975 920 

I 
fi90 I 140 

1/3 I 465 2 045 2 R95 2 670 I I r-RO 
1/3 4005 4 170 l 3 770 3 310 I 3 055 

I 

To illustrate the fractile rule, suppose we wish to 
apply decision analysis to the fertilizer investrr.ent 
data of Tabie 6.5. Since there are eight obsl!rvations 
for each investment altemative, we can apply the 
fractile rule to estimate the net benefit value cor
responding to the I 1Q, 2;9. 3/9, 4/9. 5·9. 619, 7/9 and 
8/9 fractiks of the cumulative distribution function 
corn:sponding to each investment alternative. These 
fractilcs are shown in Table 8.3 from which we ~ee. 

for example. that for the (!00,25) alternative. there 
is an estimated probability of 0.444 that a net ben
efit of $2 660 or less will be received. 

Based on the fractilc data of Table 8.3 (or 
smoothed cumulative distribution curves drawn from 
these data). we may estimate event protabilities for 
decision analysis of the fertiliLcr investment problem. 
Thus suppose we decide to model the problem by 
considering three levels of net benefit for each al
ternative. Suppose these arc "high", "medium" and 
"low". where these correspond to the central values 
of the top. middle and lower thirds of the net ben
efit probability distribution. From Table 8.3 (or 
more accurately from the smoothed cumulative distri
tution curves if we drew them). we can estimate 
the central value of net benefit within the high, 
medium anti low class intervals. Our estimates of 
these values are as shown in Table 8.4 which, of 

I 

I 
I 
I 
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I 
I 710 I 375 I 030 595 I 730 I 570 1475 
2 770 2 990 2890 !!25 2 635 3 065 2 780 
3900 40S5 4 750 4025 3 790 4 135 4140 

I 

course, constitutes a payoff matrix for this risky 
decision problem. 

Inspection of the payoffs listed in Table 8.4 shows 
that the first five alternatives and the ninth are dom
inated. For each of these. one of the other alter
natives always gives a greater net benefit. Accord
ingly. these dominated alternatives can be dropped 
from further consideration and we arc left with the 
reduced decision matrix of Table 8.5. For each of 
the alternatives listed in Table 8.5. certainty equiv
alents could then be elicited for each individual 
farmer and his optimal investment choice ascertained. 
Whether or not the expected utility of this invest
ment is greater than the utility he would gain from 
other (i.e., non-fertilizer) investment opportunities, 

Table R.5 PAYOFF MATRIX FOR FERTILIZI!R DECISION PROilLE.M 
(S/ha) 

Alternative (N,P) im·estments 
Prob-
nhility 

(50,25) 1 (100.25) 1 (t50.25) 1 (50.50) 1 (100.50) 1 (150.50) 

1/3 I 710 l 375 I 030 l 730 l 570 1475 

1/3 2 770 2990 2 890 2 635 3 065 2 780 

1/3 3 900 4085 4 750 ? 790 4135 4140 



if available, is something the individual farmer would 
have to decide. 

8. 7 Cooduding comment 

In this chapter we have sketched decision theory 
analysis in the context of a farm management spe
cialist assisting an individual farmer in his risky de· 
cision making. For that reason we have emphasized 
the practical analytics of decision theory and not 
cons=.dered elaborations of the theory. For such 
further extensions, reference should be made to such 
texts as Anderson, Dillon and Hardaker ( 1977) or 
Halter and Dean (1971). 
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GLOSSARY 

This glossary contains definitions of the main farm 
management research term~ used in the manual. No 
attempt has been made to pro\ ide a comprehensive 
listing of general farm management terms. 
q.v.: quod vide (=which see). 

Accidental sa111pling a method of IIOII-prohability 
sampling (q.v.) in which the -;ampled individuals are 
selected by chance. 

Activity --- see farm actirity. 
Activity budget - a summary of the technical and eco

nomic characteristics of a farm acti\·ity (q.v.). 
Acti1·ity gross income - the value of the output of a 

farm actil"iry (q.v.) over some accounting period 
(u<;ually a year). whether that output is sold or not. 

Actil"ity gross margin - actil·ity gross income (q.v.) 
minus the 1·ariahle expense.~ (q.v.) attributable to that 
activity. 

Acts -- the actions aYailablc to a decision maker, 
among which he must choose. 

Adjusted coefficient of multiple determination (R~) -
a coefficient of multiplt- determinalion (q.v.) of an 
estimated production function (q.v.) adjusted for the 
number of coefficients estimated. 

Af?roeconomic ::.ones - zones which arc defined in 
terms of common features. For different purposes 
these feature-; will differ but may involve such di
mensions as clim<lte, soil resources, land use, ethnic 
groupings, market access. etc. 

Anclwring - a form of bias in probability elicitation 
whereby judgements tend to be excessively centred 
on a particular value. 

Area familiarization -- sec field study. 
Bachnrrd induction -- the procedure followed in solving 

a risky decision problem (q.v.) depicted as a deciswn 
tree {q.v.). 

Bar chart -· a figure in which the size of different 
classes within a set of data is represented by bars 
of fixed width but of length proportional to the mag· 
nitude to be represented. 

Break-nen budget - a budget (usually a partial profit 
budget (q.v.)) drawn up to establish the value of a 
selected planning coefficient for which gains anc\ losses 
are equal. 

Budgetary control - the process of matching the re
corded progress of selected aspects of farm pro
duction against a budget. 
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Cash flow - a payment or receipt in the form of cash 
(including transactions conducted through a bank). 

Cash flow budget - a statement of projected farm 
payments (q.v.) and farm receipts (q.v.) associated 
\Vith a particular farm plan. 

Census -- see farm census. 
Certainty equi\·alent - that sure consequence (q.v.) 

which, if it were available, the decision maker would 
regard as equivalent to a particular risky set of 
consequences. 

Certainty equivalent approaclr - a method of resolving 
risky decision problems (q.v.) using certainty equiv
alents (q.v.). 

Chance-constrained prowamming - a form of risk 
programming (q.v.) in which risky constraints are 
satisfied at some prescribed probability level. 

Chance node - see event node. 
Choice criterion - a measure adopted as a basis for 

comparing the consequences (q.v.) of alternative acts 
(q.v.). 

Cluster sam plinR a form of multistage sampling 
(q.v.) in which all the individuals at the last stage 
are sampled. 

Cobb-Douglas function - a commonly used algebraic 
form for production function analysis (q.v.); for the 
general case Y = a 0 TI1X1"t so that log Y = ~ 1a 1 log X 1 
where Y is output and X1 is the i-th input. 

Coefficient of multiple determination (R~) - a statistic 
measuring the proportion of the variation in a set 
of data explained by a (east-squares regre.rsion (q.v.) 
equation fitted to the data. 

Coefficient of skewness · -- the statistic ex:, computed as 
cx 3 = M,/V1 ·~ where M~ is the third central mt;mumt 
(q.v.) and V is variance: the coefficient is positive or 
negative according as the distribution is positively 
(long tail above mode) or negatively (long tail below 
mode) skewed. 

Commercial farming - farming in which the majority 
of the farm output is sold, usually also involving ap
preciable use of purchased inputs. 

Comparati,·e advantage - see principle of comparative 
advantage. 

Comparath·e analysis -- comparison of the perfor
mance of a particular farm with some "standard" 
such as the average performance of a group of broadly 
~imilar farms. 

Compound interest rate - the rate of interest used in 
compounding (q.v.) or discounting (q.v.). 

Compounding - c~lculation of the future value of a 



present sum accounting for the rate of compound in
terest (q.v.). 

Consequence- the outcome or payoff a decision maker 
receives or suffers when he adopts a particular act 
(q.v.) and when a particular state of nawre (q.v.) 
ensues. 

Cost analysis - see principles of cost analysis. 
Cost of capital - benefits given up by the farmer 

through having im•estmenr capital (q.v.) tied up in 
an enterprise (q.v.) for a period of time. 

Cumulath·e distribution function (CDF) - a function 
representing the probability that an uncertain coef
ficient X takes a value less than or equal to some 
particular value x•, defined for all values of x•. 

Cumulative frequency cune - a graph (q.v.) depicting 
on the vertical axis the relative frequency cumulated 
for all values less than or equal to any given value 
on the horizontal axis. 

Debt servicing capacity -- mea~ured as farm net <:ash 
flow (q.v.) Jess cash needed for family living expenses. 

Decision analysis -- a procedure for ensuring that a 
decision maker makes decisions that are consistent 
with his personal beliefs about the risks he faces 
and his personal preferences for possible conse
quences from the decision. 

Decision node- a point in a decision tree {q.v.) where 
a choice must be made. 

Decision theory - see decision analysis. 
Decision tree - a diagrammatic representation in tree 

form of a risky decision problem (q.v.). 
Degree of belief - see subjectil'e probability. 
Degree of preference -- see lllility. 
Development budget -- a budget used when planning 

changes in farm methods or organization that will 
take some considerable time to implement. 

De~·elopment programme -- a schedule used in a de
l'elopment budget (q.v.) and !>howing anticipated in
puts and outputs in dated sequence. 

Development target - the selected end position for a 
daelopment buclget (q. v.). 

Diminishing retums- see principle of diminishing phys
ical and economic relltrns. 

Discount fC!ctor - the value by which a future cash 
flow (q.v.) must be multiplied to calculate its present 
1·alue (q.v.). 

Discouming - calculation of the present value (q.v.) 
of a future sum accounting for the rate of compound 
interest (q.v.). 

Discrete sttXhastic programming - a form of rtsk 
programming (q.v.) in which a relatively small num
ber of possible outcomes of risky coefficients are con
sidered. 

Dominance - a term used in various contexts (e.g., in 
farm programming, input-output budget analysis and 
decision analysis) to indicate that one alternative is 
superior to another in the sense of producing higher 
benefits (output) with equal or lower costs (inputs). 

Economic principle of marginality - see principle of 
marginality. 

Enterprise - see farm enterprise. 
Enterpris~ choice - see principle of enterprise choice. 
Enterprise gross income - the value of the output of a 

farm etJterprise (q.v.) over some accounting period 
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(usually a year), whether that output is sold or not. 
Enterprise gross margin - enterprise gross income (q.v.) 

minus the variable expense.~ (q.v.) attributable to that 
enterprise (q.v.). 

Equity ratio - farm equity capital (q.v.) divided by 
total farm capital (q.v.); it is a measure of the level 
of indebtedness and is usually expressed as a per
centage. 

(E. V)-ejficient plans -- farm plans that have the lowest 
possible variance (V) of income for all levels of ex
pected income (E); such plans may be generated by 
quadratic risk programming (q. v.). 

Event node - a point in a decision tree (q.v.) where 
uncertainty exists as to which of a number of events 
or states of nature (q.v.) will occur. 

Expansion path - see isocline equation. 
Expected utility - a criterion for risky choice com

puted as the subjecth·e probability (q.v.) weighted 
average of the utilities (q.v.) of the possible conse
quences (q.v.). 

Factorial design - an experimental design in which 
each level of each factor appears with each level of 
each other factor. 

Family earnings - net farm earnings (q.v.) plus other 
household income; it represents the total income 
available to the farm family for all purposes. 

Farm activity - a specified method of producing a 
crop or operating a livestock enterprise. 

Farm case study - the detailed study of an individual 
farm. 

Farm cash surplus -farm net cash flow (q.v.) adju'ited 
for loans received and interest and principal pay
ments; it represents the amount of cash generated by 
the farm and available for hou~ehold use. 

Farm census - collection of selected information 
from all the farms comprising some population. 

Farm de\·elopment budget ·- see development budget. 
Farm enterprise - the production of a particular com

modity or group of teiated commodities for sale or 
domestic use. 

Farm equity capital - total farm capital (q.v.) less 
farm borrowings. 

Farm net cash flow - farm receipts (q.v.) minus farm 
payments (q.v.). 

Farm net worth - see farm equity capital. 
Farm payments -- cash paid for goods and services 

purchased for farm use. 
Farm programming - see programming approach. 
Farm receipts - the value of cash received from sale 

of agricultural output. 
Farm survey - data collection from a sample of 

farms from a given population. 
Farm system simulation - the mimicking of the oper

ation of a farm via some type of model (q.v.). 
Field cost (of an input) - the field price of an input 

(q.v.) multiplied by the quantity of the input which 
varies with the decision. 

Field price (of an input) - the total value which must 
be given up to bring an additional unit of input 
onto the field. 

Field price (of an output) - the value to the farmer 
of an additional unit of production in the field, prior 
to harvest. 



Field study -- informal study of a particular area or 
problem. 

Finance budget - a budget constructed to show the 
extent of necessary borrowings and the manner in 
whkh interest and principal payments on loans ad
vanced are to be met. 

Fixed costs - see fixed expenses. 
Fixed expenses - those components of total farm ex

penses (q.v.) that do not satisfy the definition of 
1·ariable expenses (q.v.). 

Fractile -- the j-th fractile <0 < j < I) is the value of 
a random variable such that the probability of a 
randomly drawn value of the variable being less 
than the fractile value is j. 

Fractile rule - if only n observations are available on 
a continuous random variable, then when these ob
servations are arranged in ascending order of size, 
the k-th observation is a reasonable estimate of the 
k/ (n + I) fractile (q.v.). 

Fractional factorial design --- a factorial design (q.v.) 
in which selected combinations of factors are omit
ted. 

Fn·quency distribution -- a table, graph or function 
indicating the frequency of occurrence of particular 
values of a variable. 

Genna/ purpose tahle - -- a table constructed to present 
a summary overview or to present a large amount 
of primary data in a convenient form. 

Goal tmde-off ---see principle of {:oaf trade-off. 
Graph - a figure drawn on two axes representing two 

variables with points representing paired values of 
the two variables connected by a line or curve. 

Gross farm income -- the value of the total output of 
a farm over some accounting period (usually a year), 
whether that output is sold or not. 

Gross field benefit -- net yield (q.v.) times field price 
(q.v.) for all products from the crop. 

Gross marx in -- see acth·ity gross mar~i11 or enterprise 
~ross margin. 

Gross margin !!lul[:el - a partial profit budget (q.v.) 
drawn up using entt•.•·prise gross mar[:ins (q.v.). 

Gross margins planninK a version of simplified 
programming (q.v.) in which activities are selected on 
the b:•~is of only one key constraint, usually land. 

Histogrcm - a figure composed of a number of rec
tangles drawn adjacent to each other such that the 
area of each rectangle is proportional to the fre
quency of observations in the class interval repre
sented by the width of the rectangle. 

Household net cash income --- farm cash surplus (q.v.) 
plus other household receipts; it represents the cash 
available to the farm family for all payments not 
relating to the farm. 

Input-output budget analysis - partial profit budgets 
(q.v.) applied to the analysis of input-output data 
(q.v.). 

Input-output coefficients - technical coefficients spec
ifying the quantity of some particular input per 
unit of output or the amount of output produced 
per unit of input. 

Input-output data - data relating the level of crop or 
livestock output to (different) levels of input use. 

Integer programming - a form of mathematical pro-
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gramming related to linear programming (q.v.) in 
which selected variables are constrained to whole
number values. 

Internal ra:e of retllrn (IRR) - that rate of interest 
which makes the net presmt 11alue (q.v.) of an in
vestment exactly zero. 

lm•estment appraisal - an evaluation of the profita
bility of some investment. Commonly involves net 
present value (q.v.) or internal rate of return (q.v.) 
calculations. 

Investment capital -- value of inputs (purchased or 
owned) which are allocated to ;m enterprise with the 
expectation of a return <tt a later point in time. 

Isocline equation - the equation specifying the least
cost combination of a set of input factors for pro
duction of any specified quantity of output. 

lsoqrumt equation - an equation describing all com
binations of factors which yield a given quantity of 
output. 

Judgemental fractile method - a method of eliciting 
a :mbjecti~·e probability (q.v.) distribution by assessing 
fractiles (q.v.) of the distribution. 

Key constraint - a constraint selected as potentially 
limiting choice of a farm plan and hence used as a 
basis for activity selection in simplified programming 
(q.v.). 

Labour budget - a budget comparing labour require
ments with labour available. usually constructed on 
a seasonal basis. 

Labour chart --- a form of labour budget (q.v.) con
structed as a figure with a calendar of working days 
recorded on the horizontal axis and with number 
of workers recorded on the vertical axis; the chart 
shows the number of workers assigned to each task 
and the duration of that task. 

Labour day -- a unit of labour input or requirement, 
usually assumed to represent the work accomplished 
in eight hours. 

Labour profile - the seasonal pattern of labour re
quirements for a given farm acti~·ity (q.v.). 

Least-squares regression - the standard statistical meth
od for fitting continuous functions involving a single 
dependent variable and one or more independent 
variables; it is used in production function analysis 
(q.v.). 

Linear program mint-: ( LP) - - a computer-based proce
dure used for solving allocation problems such as 
farm planning and formulation of livestock diets. 

Li1·estock feed btu/get -- a budget comparing feed 
requirements of farm livestock with feed available 
from crops and pastures, etc.; it is usually drawn up 
on a seasonal basis. 

Li~·estock f.!ross income - the value of livestock pro
duction in the form of animals and produce, adjusted 
for inventory changes and net of the value of any 
livestock purchased or obtained as gifts. 

Long-term cash flow bud~et - a cash flow budget (q.v.) 
constructed for a planning horizon of ten years or 
so with intermediate cash balances normally cal
culated at annual intervals. 

Man-day - a unit of measurement of labour input or 
requirement, usually assumed to represent the work 
accomplished by an adult male worker in eight hours. 



Marginal cost --- the increase in ,,_,iable cost (q.v.) 
which occurs in changing from ont: production al
ternative to another; it is often me:.sured relative to 
adding a marginal unit of input. 

Marginal nt'l benefit - the increase in net benefit (q.v.) 
which can be obtained by changing from one pro
duction alternative to another; it is often measured 
relative to adding a marginal unit of input. 

Marginal opporwnity cost - the value of including a 
marginal unit of a given farm actil'ity (q.v.) in the 
farm plan. 

Marginal principle - see principle of marginality. 
Marginal product (of :tn input) - the change in output 

arising from using an additional unit of the input. 
Marginal rate of refilm -- the marginal net benefit 

(q.v.) divided by the marginal cost (q.v.). 
Marginal mlue product !MVP) -- the opportunity cost 

!q.v.) of a marginal unit of a resource. 
Medium-term cash flo11 budget -- a cul·ll flo,,· budget 

(q.v.) extending over three or four years with the 
intermer..!iate cash balances calculated at quarterly or 
half-yearly intervals. 

Minimum returns analysis -- a procedure for assessing 
risky production alternatives by examining their worst 
possible net returns and selecting that alternative 
whose worst return or whoo.,e average return for its 
worst possibilities i~ highest among the alternatives 
being considered. 

Model -- a simplified representaiton of reality built to 
reflect those features of a farm, enterprise, process, 
etc. that are of most importance in the context cf a 
particular study. 

Money {ielcl price (of an input) - the purchase price 
of a unit of an input factor plus other direct ex
penses (such HS transportation costs) per unit of input 
incurred in using the input factor. 

Money field price (of :m output) - the market price 
of a unit of product mi!1us harvest. storage, transpor
tation and marketing co .. ts. and quality discounts. 

Mome Carlo budgetin~: - - sl!e risk budgeting. 
MOT AD programming -- a form of risk programming 

(q.v.) based on minimization of total absolute de
viation of tatal ~:ross margin (q.v.). 

Muitiphave sampling - - '' sampling scheme involving 
collection of different categories of information from 
different ~ubsamples. 

Multistage sampling - a probability sumpling (q.v.) 
method involving two or more steps, e.g., sampling 
of villages and then sampling of households within 
the sampled villages. 

Multi1·ariable production function - a production func
tion (q.v.) involving several variable inputs (q.v.). 

Net benefit curve - a curve showing the relationship 
between variable cosls (q.v.) of alternatives and 
their expected net benefits (q.v.). 

Net benefits - the value of the benefits less the value 
of the things given up in achieving the benefits, e.g., 
total gross field bene/it (q.v.) minus total variable 
cost (q.v.). 

Net cash flow - se: farm net cash flow. 
Net farm earnings - net farm income (q.v.) less in

terest paid on borrowed capital; it represents the 
reward to all farnily-o·..vned resources used in farm 
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production. 
.Vet farm incon.c - J!ross farm income (q.v.) minus 

total farm ~·lpenses (q.v.); it is the reward to the 
farm family for their labour and management to
gether with the return on all the capital invested 
in the farm, whether borrowed or not. 

Net present value (NPV) - the net total of the dis
counted values of the payments and receipts as
sociated with a given project or farm plan. 

Net relltms -- see net bene/its. 
Net II'Orth - see farm equity capital. 
ivet yidd - the measured yield per hectare in the 

field, minus harvest iosscs and storage losses where 
appropriate. 

Non-probability samplinl! - · methods of sampling in 
which the probability of a particular individual being 
included in the sample is not known (cf. probability 
sampling). 

Opportunity cost - the economic principle that the 
cost of any choice is measured by the value of the 
be!>t alternative foregone; thus the opportunity cost of 
a resource is its value in the best alternative use. 

Opportunity fielcl price (of an input) - refers to the 
value of the input in it~ best alternative use. 

Opportunity field prin' (of an output) - the money 
price which the farm family would have to pay to 
acquire an additional unit of the product for con
sumption. 

Outcome - see consequence. 
Parametric budget -- a budget (usually a partial profit 

budget (q.v.)) drawn up using algebraic symbols for 
selected planning coefficients and used to appraise the 
consequenc.!s of variations in those coefficients. 

Parametric programming -- a form of linear program
min~: (q.v.) in which selected coefficients are varied 
over some chosen range. 

Partial budxet - see partial profit budget. 
Partial cash flow budget -- a cash flow budget (q.v.) 

showing only those cash flows that would be changed 
as a consequence of !>orne proposed change in the 
farm plan. 

Partial pro/it budget · a budget drawn up to estimate 
the effect on some measure of farm profit of a pro
posed change in farm organintion or methods af
fecting only part of the farm. 

Payments - see farm paymellls. 
Payoff - see consequence. 
Payoff matrix -- a table representing the acts (q.v.), 

states of namre (q.v.), subjecti1•e probabilities (q.v.) 
and consequences (q.v.) of a risky decision problem 
(q.v.). 

Pie chart - a figure in the f<Jrm of a circle that is 
divided into segments such that the size of each 
segment (angle) is proportional to the magnitude or 
frequency of that class. 

,">ower function ·- see Cobb-Douglas function. 
Presellt value - the value now of some money amount 

or cash flow (q.v.) to be paid or received in the fu
ture, adjusted for differences in the vafue of money 
over time arising from the opportunity cost (q.v.) 
of capital. 

Principle of ('omparative advantage - the economic 
principle implying that various crops and livestock 



should be produced in those areas where the phys
ical and other resources are best suited to their pro
duction. 

Principle of diminishing physical and economic returns 
- the economic principle that variable resources 
should be added to fixed resourc~s as long as the 
added return expected from the l<lSt unit of variable 
resource used is just .sutlicient to cover the added 
cost of that unit. 

Principle of enterprise clwi<·e ·-·· the economic prin
ciple that enterprises ;,hould enter the farm plan so 
long as their expected contribution to net farm in
come (q.v.) exceeds the vpporwnity co:;t (q.v.) of 
the resources they usc. 

Principle of ~oal tradeoff - the economic principle 
that a farmer should trade off competing goals so 
long as the gains in satisfaction from the goal re
ceiving increased entphasis is greater than the loss 
in satisfaction incurred by decreasing emphasis on 
the other goal or goals. 

Principle of lllllrginality ·- the economic principle that 
~:boice<; about the usc of resources should be made 
such that the marginal gain from the slightest pos
sible change in resource usc is equal to the marginal 
loss implied by the change. 

Principle of suhstituriol! the economic principle that, 
in substituting one method for another. the saving 
in the method replaced mu-.t be greater than the 
wst of the technique added. 

Principles of cost analysis the division of costs into 
fixed costs ( lJ. v.) and mriahle costs ( q. v. ). 

Probability see suhjn tire pruhahility. 
Probability sw11pling - a method of dnm ing a sample 

such that the probability of a particular individual 
being included in the ;.ample is known or can be 
estimated with rcaso'lable precision. 

Production function - ihe quantitative relationship 
between inputs and outputs for some production 
process. 

Production funcrion analy.1is ·- · a method of determining 
prodw.:tion decisions by e~timation and analysis of 
production functions (q. v. ). 

Profit budget -- a budget drawn up in terms of some 
measure of farm profit ~uch as ner /arm earnings 
(q.v.). 

Programme planning - see simplified pro.:;ramming. 
Programming approach - ·· approaches to farm planning 

based on linear programming (q.v.) or its variants, 
such as simpli{ted programming (q. v.). 

Purposire sampling - a method of 11on-probabrlity 
sampling (q.v.) in which a sample is drawn to illus
trate or represent some particular characteristic in the 
population. 

Quadratic polynomial -- a commonly used algebraic 
form for production function analysis (q.v.); it in
volves only a constant and the first and second 
powers of the input variable (including cross-prod
uct terms). 

Quadratic risk programming -- a method of farm pro
gramming (q.v.) permitting risk in activity gross 
margins (q.v.) to be taken into account. 

Quota sampling - a method of non-probability sam
pling (q.v.) in which individuals with defined char-
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acteristics are £dected until specified quotas have 
been filled. 

Random sampling - a method of probability sampling 
(q.v.) in which the probability of any individual being 
included in the sample is constant. 

Rate of compound interest -- see compound interest 
rate. 

Rate of technical substitution of fac~or i for factor j 
(RTSu) - the amount by which factor i must be 
incr..:ased if factor j is reduced by one unit and the 
level of production is to remain unchanged. 

Receipts - se:: farm receipts. 
Recommendation domain - a group of farmers within 

an agroeconomic <.one (q.v.) whose farms are suffi
ciently similar and who follow sulliciently similar 
practices that a given recommendation is applicable 
to the entire group. 

Reconnaissance study - see field study. 
Relative frequency curve - a figure derived as (or 

equivalent to) a smoothed relati~·e frequency polygon 
(q.v.). 

Relatire frequency polygon --- a line graph (q.v.) ob
tained by connecting the mid-points of the tops of 
the rectangles of a histogram (q. v.) of relative fre
quencies. 

Represenrati~·eness - a source of bias in probability 
elicitation whereby too much weight is attached to 
the extent to which a particular event is revresenta
tive of a parti;::ular class of events. 

Resource endowment - the amount and quality of 
resources, m the forms of land, labour, etc., available 
in a particular rcgiLm or to a particular group of 
farms or to an individual farm. 

Rewm per man -- a measure of labour productivity; 
when applied to f:unily labour it is calculated as 
return to family labour (q.v.) divided by the number 
of family members (measured as "adult male equiv
alents") working on the farm. 

Rerum to family labour - net farm earnings (q.v.) 
Jess an imputed interest charge on farm equity cap
ital (q.v.); it may be expressed on a "per adult male 
equivalent" basis. 

Rl'tlll'll to farm equity capital - net farm earnings 
(q.v.) minus the value of family labour used on the 
farm, usually expressed as a percentage of farm 
t•quiry capital (q.v.). 

Re111m to total capital --- net farm income (q.v.) Jess 
the value of family labour used on the farm, usually 
expressed as a percentage of total farm capital (q.v.). 

Risk -- a situation with uncertain consequences (q.v.). 
Risk attilllde -- extent to which a person seeks to avoid 

or is willing to face risk. 
Risk budgeting - a form of parametric budgeting (q.v.) 

adapted to the case where probability distributions 
of uncertain coefficients have been obtained, and 
where the aim is to assess the distribution of the 
selected profit measure. 

Risk premium - an amount, often given as a per
centage, which a farmer requires before exposing 
himself to a variable incomt:. 

Risk programming - the generic term for methods of 
accounting for risk in farm programming (q.v.). 

Risky decision problem -a decision problem in which 



the consequence.\' (q.v.) of ;1lternativc act.~ (q.\.) an! 

uncertain. 
Rural de1·e/opment - - the general development of the 

rural community in term-; of ... uch attributes as in
come. health. education. culture and infr;1structure. 

Sampling frwne -- a list of those members of a popu
lation from whom a sample is to be drawn. 

Scatter diagram --- a figure drawn on two axes rep
resenting two variables with paired values of the 
two variables plotted to show the distributiun uf 
observ;1tions. 

Seasonal labour profilt• sec labour pmfi/e. 
Semi-suh.si.He11ce farmillg farming in which both uo-

mestic usc and sale account for o;ignilicant propor
tion'i of the farm output. 

Sen.1itiri1y analysis a proce"" which features changing 
a planning coellicient within rea\onable blmnds of 
the original estimate to determine if the original 
ranking of alternati'e' io; affected. 

Shorl-tt•nn cash flmr hw/get a n11h f/mr hudgt•t 
tq.v.) norr.1ally con,tructed over ;1 twelve-month 
planning horiLon with the intermediate cao;h balance' 
calculated at monthly or bimonthly intervab. 

.'IIJII[IIi/inf prm:ramming (SPJ a method of .. electing 
a farm plan in ,,·hich the required calculation ... an.~ 

pcrfnrmcJ without the need for acces' to a computer. 
Spar.1··· data analysis deci,ion analy'iis based on rel-

atively few ub,enation'. generally making use of tho.: 
frtl<'tilr ntlt' (q.v.l. 

.\ pr·c·ial purpo.n• tah/,· 
'lllne 'pecific point 
data. 

a table dr:m n up to illu\tratc 
or point-; about ;1 'et of collected 

Sct:tan•-rool c;uwlratic po/_\·1/oniiaf ;, commonly u,eJ 
;dgebraic form for pmclu!lion fu/1( tion analysis lq.v.): 
identical to a cJIIWfrmi.· pofynomial (q.\'.) in which 
every input \ ari;tblo: i-. rep !:teed by ih po,itive .. quare 
root. 

State of 1111111rr· an C\cnt that may occur and m-

lluencc the outcome of a deci,ion. 
Srocf111.11ic program111ing -.ce risk progr11111111illg. 
Stochastic ,-ariahlc an uncertain variable. 
Stock cctlliralcnt.v unit\ u'cd in li\'c•;tock feel bud-

gcting \\hereby the energy need-. of difTercnt cate
gories l•f li\estod arc expre'i\CU in term~ of a -.ingk: 
type of livestock. e.g., cow units. 

Srmtifi,•cl sampfing a prohahiliiY I'Wilfllillg lq.\'.1 
method in which the population i'i liro;t divided into 
groups or ... trata un the ba'i' of one or more char
acteristic'\ of intcre•;t. 

Suhjecril·e prohahilily a probabilitv reflecting a de-
cision maker'o; degree of belief about the chance of 
occurrence of a given .1'/cl/t' of natrrre lq.v.). 

Suhsistellc<' far111i11g farming in which the majorit~ 
of the output is used by the farm family, contrasting 
With St'llli-Sll h.~i.flt'lll'L' f Cll'lllillg ( q. \.) and CIJ/11/IIt'I'C'itJI 
fa•·ming lq.v.). 

Substitution sec principlt• of .wh.'ilit111ion. 
Sun·ey \ec farm .\'11/'l't'r. 
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Sy.l'tt'IIWtic .~ampli11~ a method of probahilily sam-
plillg (q.v.l involving the selection of every k-th 
member from a list. working back ward and forward 
from a random starting point. 

Systems simulatio11 see farm sy.\lt'lll simulation. 
Tabular analysis preparation of 'ummarics of col-

lected data in the form of tables. 
Third central mome111 the expected \alue of the 

third power of the deviations from the mean of a 
probability distribution. 

Total farm a.nets · see total farm capital. 
Total farm capital the total value of the farm asset-.. 
Total far111 t•.rpenses the value of all input-; uo;ed up 

or expended in farm production. 
/'otaf /iefd 1'0.\'/ the SUm of fiefc/ Cost.\' (q.V.) for all 

inputs which arc afkcted by a choice: also callcJ 
1·ariahft• cost lq.v.). 

Total gm.rs margin (TG M) the sum of all the c/1-
rerprist' or actil'it_,. gros.1· 11/tlrgin.1· lq.v. 1 on a farm. 

Totaf lum.l·l'hold lit'/ income · sec family eamings. 
'fll'O-plrase .l'llmpling a form of multiplwse sampling 

lq.\.) involving data collection from two subsample-;. 
l 'tility a numerical measure of a decision maker\ 

relative preference for possible c·on.H'tfUCIIce~ lq.v.). 
I ariahlt· co.l't.\' sec rariahle e.rpt'n.w\, rota{ fidd co.11. 
f ·ariahlt' ··xpen.1·e.\' those component\ of totaf farm 

t'.l'flt'llst'.\' lq.v.) that an.: ~pccific to a particular crop 
or live•;tock enterprise and that vary more or le"' 
in di.-cct proportion to the scale of the enterpri,e. 

l'ariah/e input an input in a production proces' the 
level of '' hich j, \ariablc. Often the level U'ied c;m 
be chosen by the decision maker. 

I' ill age studie.,· a form of data collection in which 
some information is gathered on a full 'illage ba,is 
and other infl1rmation io; obtotined from a sampk of 
'illage hmt ... cholds. 

Vi.\'1/a/ impuu method a method of eliciting .whj.·c-
tin· prohahilitit·.~ (q.\·.1 based on otllucation of coun
ter-; over po'\siblc clas~es. 

Watt'r hufance hudget a budget of the irrigation \\a ll'r 

needs of a l:rop or combination of crops. 
W lwlt'-faml hudget a budget drawn up to show the 

anticipateJ cono;cquence'i. in tcrm'i of 'elected mea
'ure' of performance. of -;omc actual or propo-;ed 
farm plan. 

Whole-farm planning - - planning imolving consider
ation of the farm system as a whole. as distinct from 
a partial hw/geting I q. \.) approach to planning. 

Wlzo/e-funn production function a function relating 
total farm output to the u-;c of lotnd. labour and 
capital on a whole-farm bnsi!>t. 

Working capital - capitnl need.:d fur the month-to-
month running of a farm a<; distinct from longer 
term im·e.,·tment capital lq.v.). 

)'ie/d gap the difference between <tctual farm yields 
and either potential farm yields or exper:ment station 
yields. 



Accounting period, 42. 43, 44 
Activity, 51, 63, 64, 66 

budgets, 51, 52, 70, 84 
dominated, 64 
mix, 66, 70 
undominated, 64 

Acts, 119, 121 
inferior, 124 
optimal, 120, 124 

Adjusted coefficient of multiple determination, 113 
Adoption gap, 32 
Adult male equivalents, 44, 117 
Agricultural policy, 10, 11 
Agrobiological research, II, 18 
Agroclimatic zone, 92 
Agroeconomic zone, 18 
Anchoring, 122 
Anthropological studies, 22 
Applied research, 3 
Area familiarization, 21 
Attitudes, 23 

to risk, 68 
Average 

cost, 47 
equity capital, 47 
net benefits, 101 
rate of return, 97 
treatment yields, 95 
yields, 92 

Backward induction, 124, 126 
Bar chart, 40 
Barter, 6, i 18 
Basic variables, 67 
Beliefs, 7, 62, 119 

degree of, 119, 121 
Benchmark data, 18 
Benefits, 93, 94 

see also Net benefits 
Best estimates, 87 
Biological constraints, 19 
Borrowed capital, 44, 77 
Borrowing, 71 

capacity, 45 
Boxhead, 37 
Break-even value, 87 
Budgetary control, 29 
Budgeting, 3, II, 48, 51, 103 

activity, 51, 52, 70, 84 
break-even, 87, 89 
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cash-flow, 42, 61, 71, 17, 86, 88 
development, 71 
finance, 61, 71, 77 
input-output, 92 
labour, 58, 59 
livestock feed, .59 
parametric, 86, 87, 88, 98 
p:1rtial - see P?rtial budgeting 
risk, 88, 90 
whole-farm, 81 

Capital, 2, 3, 4, 71, 83, 117 
borrowed, 44, 77 
constraints, 60 
costs, 82 
disaggregation of, 117 
equity, 44, 45, 47 
inputs, 44 
investment, 95 
rationing, 79 
scarcity, 95, 100 
working, 60 

Case study approach, 30 
Cash, 42, 60 

flow, 29, 42 
income, 15 
items, 42 
measures, 42, 47, 70 
renter, 100 
surplus, 42, 47 
transactions, 45 

Certainty equivalent approach, 123, 124 
Chance constrainted programming, 69 
Chance nodes, 120, 124 
Chi square test, 38 
Choice criterion, 120 
Class intervals, 35 
Climate, 103, 106, 119 

variability, 92 
Coefficient 

input-output, 23, 33 
interaction, 106 
linear, 105 
of multiple determination, 112 
of skewness, 90 
quadratic, 105 
risky, 69 

Commercial farming, 41 
Comparative advantage, 3, 6 
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Comparative analysis, 35. 48 
Competitive effects, 1 J6 
Complementary effects, 116 
Complementary enterprises, 5 
~"""~~---•- ... - .L' __ ... __ ~-•- ... r \...Urnpu:u;: li1\;lU1I<u:o, 11 J 

Compounding, 77 
Computer, 27t 66, 67 

analysis, 27 
Conscientization, 7 
Consequence, 120, 121 
Constant returns to scale, 6 7 
Constraints, 7, 8, 18, 27, 51, 52. 57, 58, 61, 63, 66, 67, 
92. 93, 107, 115 

binding, 67 
biological, I 9 
capital, 60 
cultural, 62 
institutional, 62 
integer, 69 
key. 64 
labour, 64 
limiting, 64 
non-binding, 67 
on outlay, 108, Ill 
on output, I I I 
personal, 62 
redundant, 64 
risky resource, 69 
t.:n~i·.al lR ?..1 
~~.._..- • ._ •• , • ""' v-

yield, 12, 18 
Continuous variables, 35 
Contract labour, 58 
Controlled experiments, 114 
Cooperative research, 18, 32 
Cost, 23. 81, 83, 93, 94 

analysis, 3, 4, 6 
average, 47 
capital, 82 
direct, 43, 95 

joint, 43 
of capital, 79, 95 
, .... f inflation, 77 
of production, 4 
operating, 71 
opportunity - see Opportunity cost 
variable - see Variable costs 

Credit, 2, 32, 42, 60, 70 
Crop 

analysis, 33 
experiments, 116 
fertilizer functions, 116 
perennial, 14, 43, 53 
rotation, 28, 53 
sequence, 53 

Cropping 
r~1.,u ~'1 
•"-'I"':Jt MJ 

sequential, 23 
systems; 5, 13, l5; l9, 47; ll6 

Culture, 2 
Cumulative distribution function, 90, 122, 128 
Cumulative frequency curve, 41 

Data, 6, 7, 9, 13, 14, 19, 21, 30, 31, 32, 35, 62 
analysis, 24 
bank, 32 
benchmark, 18 
classes, 35 
collection, 3, 8, 12, 14, 21, 22, 24, 27, 116 
experimental, 8, 3 l 
input-output, 92 
historical, 6 
processing, 27 
representative, 92 
sources, 21 

Debt servicing capacity, 42, 45 
Decision 

analysis, 119 
group, 13 
making, 13 
nodes, 120, 124 
risky, 6 
theory, 119, 129 
tree, 119, 120, 124 
variables, I I 6 

Degree of belief, 119, 121 
Degree of preference, 119 
Demography, 32 
Dependent variable, 114 
Depreciation, 44, 83 
Development 
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budgeting, 70, 71 
national, II 
planning; 3, 7! 
programme, 42. 71 
projects, 50, 79 
target, 71 

Dietary preferences, 62 
Diminishing returns, 3, 4, 6, 104, 107 
Discount factor, 78 
Discounting, 77, 86, 121 
Discrete stochastic programming. 69 
Discrete variabie, 35 
Disease, 103, 116 
Domestic payments, 29 
Dominated alternatives, 64, 96, 97, 101, 128 
Draught animals, 59 

Economics, 3 
logic of, 49, 113 

Efficiency, 13 
nutritional, 45 
research, 116 
technical, 29 

Elicitation of probabilities, l22 
Employment. 12. 18, 32 

off-farm, 42 
Enterprise, 47, 51 

choice, 3, 5, 6 
efficiency, 13 
gross margin, 47, 48 
joint, 13 

Enumerators, 27 
Environmental factors, 116 
Equipment life, 83, 87 



Equity capital, 44, 45, 47 
Equity ratio, 45 
Estimate of population 

mean, 33, 34 
proportion, 33, 34 
total, 33, 34 

Estimation, 114 
(E,V)-efficient set, 68 
Event nodes, 120 
Expected 

gross margin, 68 
money value, 124 
profit, 113 
utility, 120, 123 
value, 87 

Expenses 
farm, 44, 45, 46 
fixed, 44, 48, 85 
overhead, 46 
variable, 43, 46, 47, 4~ 

Experimental 
da.ta, 8, 31 
design, 31, 115, 116 
units, 115 
yields, 116 

Experiments, 19, 11. 31, 92. 98, 103. 114 
controlled, 114 
crop, 116 
fertilizer, 115 
livestock, 116 

Experiment stations, 19 
Extension, 2, 3, 18. 49. 50, 62. 81, 82, 103 

Factorial desigr:, 115 
Factor-product price ratio. 108 
Factors 

classification of, 116 
environmental, 116 
input. 103, 104, 113 

Family 
cash income, 15 
earnings, 44, 46 
food needs, 61 
income, 2 
labour, 41, 44 
livinp; expenses, 45 

FAO, 18, 24, 32. 116 
Farm 

analysis, 33 
assets, 43, 44 
capital, 44, 45 
cash surplus, 42, 47 
costs, 43 
development programme, 42 
earnings - see Net fann earnings 
equity capital, 44, 45 
expenses, 43, 44, 45, 46 
family, 42 
groups, 103 
household, 45 
income, 43, 44, 45, 46 - see also Net farm income 
management, 3, 21 
net cash flow, 42, 45, 46, 47, 77, 78 
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net cash surplus, 46 
net worth. 44 
organization. 50, 81 
output, 41 
payments, 29, 42, 47 
performance, 48 
plan, 5, 50, 62, 69 
production systems, II 
profit, 48, 82 
profitability, 44 
programming, 63 
receipts, 42, 47 
recording schemes, 28, 29 
resources. 50 
size, 4, 12, 13, 39 
size distribution, I, 2 
small - see Small farm 
surveys, 21, 22, 114. 116 

Farm management research - see Research 
Farmer objectives. 51, 82 
Farmer recommendations. 10, 93, 116 
Farming systems, 2. 4. 6. 7. 8. 14. 15, 23, 28 

simulation, 69 
traditional, 28 

Feed 
availability, 59 
pool, 15 
requirements, 59 

Feeding standards, 59 
Fertilizer experiments, 115 
Field 

cost of an input. 94 
price, 94, 101, 102 
study, 21 
survey, 15 

Finance budget, 61. 71, 77 
Financial information. 29, 77 
Fixed 

costs, 4, 5, 44 
expenses, 44, 48, 85 
resource constraints, 70 
resources, 4 

Flowchart. 15 
Forest-garden farms, 14 
Fractile rule, 127 
Fractional factorials. 115 
Frequency distributions, 39, 40, 41 
Full enterprise costings. 47 
Function, 90 

Cobb-Douglas, 107, 108 
cumulative distribution, 90, 122. 127 
n-variable input, 104 
polynominal, 105 
quadratic, 109, 113 
square root, 106, 109, 113 

Geographical stratification, 25 
Gifting, 42 
Goals, 3, 7, 18, 19, 71, 92 

multiple, 6, 19 
tradeoff, 3, 6, 7 

Goodness of fit, 112 
Government policies, 10, It, 103 



Graph, 38 
Grazing livestock, 59 
Gross margin, 47, 48, 64, 65, 84, 85 
Gross opportunity cost of capital, 79 
Gross output, 43 
Gross return, 43 
Group consensus, I 3 
Group interviewing, 22 
Growing season, 53 

Harvest losses, 94 
Histogram, 38, 39, 40 
Household, 23, 28, 41 

consumption, 43 
net cash income, 42, 46, 47 
net income, 44 
units, 42 

Hypotheses, 3, 6, 8, 9, 21 
formulation of, 9 

ICRISA T, 28, 29, 32 
Improved technology, 10 
Income, 5, 23 

distribution, 32, 44 
family, 2 
farm, 45, 46 
measures, 43 
variability, 119 
wage, 45 

Indebtedness level, 45, 61 
Independent variable, 114 
Inferior acts, 124 
Inflation, 77, 79, 86 
Information, 10, 15, 32 

institutional, 32 
market, 10, II 
physical, 29 

Input 
factors, 103, 104, 113 
field cost of, 94 
field price of, 101 
important, 104 

Input-output 
analysis, 92 
budgeting, 92, 95, 101 
coefficients, 23, 33 
data, 92 
relationships, 31, 104 

Institutional 
constraints, 62 
environment, 119 
information, 32 

Integer constraints, 69 
Integer programming, 68 
Intensification, 70 
Interaction coefficients, 106, 113, 114 
lntercropping, 23, 53 

mixed, 55 
of perennial crops, 54 
relay, 54 

Interest, 42, 44, 83 
charges, 95 
on capital. 44 
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rate, 77, 79 
Internal rate of return, 79, 86 
Interviewing technique, 26, 27 
Inventory changes, 46 
Investment appraisal, 79 

methods, 77 
Investment capital, 95 
IRR, 79 
Irrigation, 55 

planning, 57 
Isocline, 113 

equation, 107, 108 
Iso·cost line, 109, 112 
Isoquant equation, 107, 108, 110 

Joint costs, 43 
Joint enterprises, J3 
Judgemental fractile method, 123 

Labour, 117 
budget, 58, 59 
casual, 48 
chart, 59 
contract, 58 
constraints, 64 
day units, 57 
family, 41, 44 
field price, I 0 I 
paid in kind, 42 
permanent, 48 
planning, 57 
requirements, 57 
seasonal profiles, 57 
supply, 16, 57 
surplus, 58 
underemployment, 6 

Land, 53 
tax, 45 
tenure, 32 
planning, 53, 54, 55 
use value, 14 

Landlord, 44, 94, 100. 101 
Law of diminishing returns, 104 
Least-cost 

combination, 107 
diets, 60 
expansion path, 108 
isocline, 108, I 10, 112 

Least-squares regression, 109, I 14 
Leisure, 93 
Linear coefficient, 105 
Linear programming, 3, 11, 14, 15, 19, 51, 60, 63, 66, 103 
Linearity assumption, 67, 85 
Livestock, 12, 50, 70 

analysis, 33 
experiments, 116 
feed budgeting, 59 
grazing, 59 
gross income, 43, 46 
nutritional requirements of, 59 

Loans, 42, 7 1 
Long-run planning, 71 
Long-term cash flow budgets, 42, 61 



LP, 67, 6~ 
see also Linear programming 

Machinery, 59 
Management, 98, 117 

skill, 82, 103 
Managerial input, 44 
Man-day equivalents, 57 
Marginal 

analysis, 96, 97, 98, 100, 101 
gain or loss, 7 
net benefit, 96 
opportunity cost, 67 
product, 104, 107, 108, 109 
rate of return, 96 
value product, 47, 67 

Market, 6 
information, 10 

Marketing, 32 
Mean 

estimate of population, 33, 34 
-variance efficiency, 68 

Measures 
of capital, 45 
of debt, 45 
of partial farm performance, 47 
of performance, 70, 81 
of profitability, 44, 70 

Mechanization, 17 
Metabolizable energy, 60 
Migration, 18 
Minimum 

rate of return, 96 
return criterion, 97 
returns analysis, 98, 99, 101 

Modal value, 90, 121 
Model, 12, 14, 15, fJ9 

building, 14 
Money, 6, 7 

field price, 94 
valu.:s, 93, 121 

Monte Carlo 
method, 90 
programming, 69 
sampling, 90 

MOTAD programming, 69 
Multidisciplinary cooperation, 18 
Multiple 

cropping, 23, 48 
goals, 5, 6, 19 
products, 117 

National planning, 11, 18 
Net benefit, 93, 94, 96 

average, 101 
curve, 96 
marginal, 96 

Net cash flow, 42, 45, 46, 47, 77, 78 
Net cash income, 42, 46, 47 
Net cash surplus, 46 
Net farm earnings, 44, 45, 46, 51, 70, 81 
Net farm income, 4, 44, 45, 46 
Net present value, 77, 78, 86 
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Net return, S 
Net worth statement, 45, 46 
Net yield, 94 
Non-cash transactions, 42, 43 
Nonlinearities, 67, 85 
Non pecuniary factors, 82, 93 
NPV, 79 

method, 79 
see also Net present value 

Numeraire, 6 
Nutrition, 61, 62 

efficiency, 45 
requirements of livestock, 59 
standards, 62 

Observations, 114 
number of, 114 

One-way table, 36 
On-farm research, 18 
Operating costs, 71 
Opportunity cost, 3, 6, 47, 93, 95, 97, 103, 118 

marginal, 67 
of capital, 77, 79 
of funds, 112 
of time, 98 
principle, 5 

Opportunity field price, 94 
of an input, 94 

Optimal 
act, 120, 124 
activity mix, 66 
input quantities, 109 
plan, 66 
water use, 56 

Outcome, 120 
Outlay constraints, 109 
Output, 104 

farm, 41 
field price, 94 

Overhead expenses, 46 
Owner operator, 100 

Parametric budgeting, 86, 87, 88, 98 
Partial 

budgeting, 50, 58, 59, 81, 82, 83, 84, 85, 89, 92, 94, 100 
cash flow budgets, 83, 85, 86, 87 
profit budget, 81, &7 

Payback period, 77 
Payments 

domestic, 29 
farm, 29, 42, 47 
in kind, 42, 43 

Payoff, 120 
matrix, 120, 121, 124 

Perennial crops, 14, 43, 53 
Performance 

of individual farms, 48 
measures, 48, 70, 81 
whole farm, 41 

Personal 
beliefs, 119 
constraints, 62 
judgement, 6 



Physical 
information, 29 
environment, 7 
logic, 113, 114 

Pictorial representation of data, 38 
Pie chart, 40 
Pilot sample, 24 
Pilot survey, 24 
Planning 

coefficients, 69, 87, 90 
constraints, 62 
horizon, 61, 71 
periods, 59, 71 
techniques, 50 

Policy, 3, 82, 103, 104 
decisions, 7 
implications, 116 
national, 18 

Population, 33, 50 
parameters, 33 

Poverty, I, 42, 44 
Practical experience, 7 
Preference, 62, 92, 119 

degree of, 119 
dietary, 62 
risk, 119 

Present value, 77, 78, 86, 121 
Price, 4, 6, 19, 29, 32, 98, 103, 118 

field, 101 
forecasts, It 
quotations, 32 
ratio, 108 
variability, 98, 101 

Primary data, 36 
Principal, 42 
Principle 

of comparative advantage, 3 
of cost analysis, 4 
of data presentation, 35 
of diminishing physical and economic returns, 4 
of enterprise choice, 5 
of goal tradeoff, 6 
of marginality, 7 
of substitution, 4 

Priorities, 71 
research, 9 

Probability, 119 
elicitation, 122 
estimation with sparse data, 127 
intervals, 123 
judgements, 122 
samples, 4 

Problem 
researchable, 9 
identification, 14 
statement, 8 

Processes, 15 
Production efficiency, 44 
Production function, 14, 103 

algebraic form, 105 
analysis, 3, 19, 103 
Cobb-Douglas, 105, 107 
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estimation, 114 
multivariable, 104, 107 
power, 105, 106, 109, 113, 117, 118 
single-variable, 104 
two-variable, 104 
whole-fa:.n, 116-117 

Production possibilities, 103 
Production surface, 104, 113, 115 
Profit 

budgets, 50 
expected, 113 
farm, 48, 81 
maximizing combination of inputs, 108 
measures, 44 
motive, 12 

Profitability, 44, 70, 77, 81, 87 
Programme planning, 63 
Programming, 15 

approach, 63 
chance-constrained, 69 
discrete stochastic, 69 
farm, 63 
integer, 68 
Monte Carlo, 69 
MOTAD, 69 
quadratic risk, 68 
risk, 68 
simplified - see Simplified programming 
see also Linear programming 

Project 
evaluation, II 
outline, 10 

Pronumeral, 87 

Quadratic 
coefficient, 105 
form, 106 
functions, 109, 113 
risk programming, 68 
three-variable, 106 
two-variable, 106 
square root, 106 

Questionnaire, 1.5, 18, 21, 24, 27, 32 
design, 24, 26 

Quotas, 62 

R 2 , 109, 112 
R.--2, 113 

Random sampling, 25 
Rate 

of inflation, 77 
of intere'>t, 77 
of return on capital, 44, 77, 96 
of technical substitution, 107, 108 

Real money values, 77 
Recommendation domain, 92, 94, 98, 101 
Reconnaissance study, 2! 
Records, 28, 33 

forms, 23 
keeping, 22 

Regression, 39 
least-squares, 109, 114 



Relative frequency, 40 
curve, 41 
polygon, 40 

Relay cropping, 23 
Relay intercropping, 54 
Religious taboos, 62 
Rent, 5, 44 
Replication, 31, 98, 114, 115 
Representative 

data, 92 
farm approach, 50 
sit<:s, 92 

Representativeness, 92, 122 
Research, 2 

administration, 3, 10 
applied, 3 
cooperative, 18, 32 
efficiency, 116 
farm management, 2, 3, 6, 7, 10, II, 12, 14, 15, 18, 19, 
31, 32. 115 
hypotheses, 9 
joint, 32 
methodology, 9, 19 
objectives, 9 
on-farm, 18 
priori ties, 19 
problem, 9 
resources, 8, 28 
strategy, 8 
structure, 8 

Researchable problem, 9 
Resource 

base. 23 
constraints, 70, 103 
fixed, 4 
limiting, 64 
variable, 4 

Response 
analysis, 56 
surface, 104, 113, 115 
variation, 116 

Returns, 23 
diminishing, 3, 6, 107 
per man, 44 
to capital, 44, 46, 70, 77, 96 
to family labour, 44, 47 
to farm equity capital, 44 
to scale, 67, 108 

Revenue forgone, 81, 83 
Risk, 6, 7, 29, 44, 45, 57, 68, 69, 82, 90, 92, 93, 96, 
97, 98, 100, 119. 

analysis, 101 
attitudes, 68, 119 
averseness, 68, 124 
budgeting, 88, 90 
neutrality, 124 
of disaster, 98 
preferring, 124 
premium, 98 
programming, 68 
see also Risky 

Risky 
activity gross margins, 68 
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decision problems, 6, 119 
planning coefficients, 69 
resource constraints, 69 

Rural development, 10, 11, 62 

Salvage value, 83 
Sample, 24, 31, 33, 40 

accidental, 26 
bias, 25 
cluster, 26 
data, 103 
frame, 25, 26 
mean, 33, 34 
method, 22, 24 
Monte Carlo, 90 
multiphase, 26 
multistage, 25, 26, 34 
non-probability, 24, 26 
pilot, 24 
probability, 24 
pseudo-random, 90 
purposive, 26 
quota, 26 
random, 25 
random systematic, 26 
simple random, 26, 33 
size, 8, 22, 25, 34, 41, 114, 116 
stratified, 25, 26, 34 
systematic, 25, 33 
two-phase, 26 
two-stage, 25, 34 
units, 34 
variance, 33 

Scatter diagrams, 38 
Scientific objectivity, 113 
Seasonal variations, 55 
Sectoral plans, 11 
Semi-commercial farming, 44 
Semi-subsistence, 6 

agriculture, 42 
farms, 49 

Sensitivity analysis, 98, 102 
Separability, 13 
Sequential cropping, 23 
Sharecroppers, I, 2 
Sharcfarming, 94, 100 
Short-run planning, 71 
Short-term cash-flow budgets, 61 
Simplified programming, 63, 64, 65, 69, 70 
Size distribution of farms, I, 2 
Size of sample - see Sample size 
Skewness, 90 

coefficient of, 90 
Small farm, 19, 61 

household, 41 
performance, 41, 44 
problem, 10 
systems, 18 

Small farmers, 1, 2, 5, 6, 7, 18, 29, 68 
Socioeconomic constraints, 7, 18, 61 
Soil 

characteristics, 116 



fertility, 53 
-water balance, 55 

SP, 69, 70 
see also Simplified programmins 

Sparse data situations, 127 
Spatial variability, 92, 97, 98 
Special purpose tables, 36, 37 
Standard, 49 
Standardization of terminology, 32 
Standardized data collection, 32 
State;; of nature, 119, 121 
Statistical analysis, 8 
Stochastic programming, 69 
Stock equivalents, 60 
Storage losses, 94 
Stratification, 25 
Structural models, 14, 15, 17, 42 
Stub, 37 
Subjective judgement, 115 
Subjective probability, 87, 88, 120, 121 
Subsistence, 6, 19, 42, 61, 69, 97, 103, 118 

consumption, 42 
farmers, 96, 119 
needs, 42 
output, 42 
production, 
valuation of, 43 

Substitution, 3, 6 
principle of, 4 
rP.te of technical, 107, 108 

Summary statistics, 90 
Supplementary enterprises, 5 
Sure consequence, 123 
Surveys, 18, 19, 21, 22, 23, 27, 92, ll4, 116 

data, 18, 48 
field, 15 
interview, 22 
methoti, 21 
objectives, 23 
organization, 22 
piiot, 24 

System simulation, 63, 69, 87 

Tables, 36, 37 
format of, 37 
general purpose, 36 
interpretation of, 38 
interpretative, 36 
one-way, 36 
reference, 36 
special purpose, 36, 37 
three-dimensional, 37 
two-dimensional, 37 
two-way, 36 

Tabular ana!ysis, 35 
Target grouv. 11, 50, 92 
Technical efficiency, 29 
Technical units, 114, 116 
Technology 

improved, 11 
new, 17, 18 
non-transferable, 18 
packages, 115 

Tenure, 32, 92, 94, 100, 101 
Terminal value, 77 
Terminology, 42 
Tests of significance, 112 
TGM, 70 
~e also Total gross margin 

Theory, 3, 8, 19 
Time variability, 92, 97, 98 
Total field cost, 94 
Total gross margin, 11, 45, 46, 48, 62, 70 
Tradeofls, 93 
Traditional agriculture, 12 
Transactions in cash, 45 
Transactions in kind, 45 
Treatments, 114, 115 

combinations, 114 
Triangular distribution, 90 
t-tests, 38, 112 

Uncertainty, 6, 68, 87, 93, 103 
Uncontrolled factors, 103 
Undominated alternatives, 96 
Use-value of land, 14 
Utility, 6, 119, 121 

expected. 120, 123 
curve, 123 
function, 123 

V&lluation 
of unpaid family labour, 44 
of subsistence, 43 
problems, 47 

Value 
of production, 43 
of TGM, 77 
systems, 7 

Variable 
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continuous, 35 
costs, 5, 43, 94, 101 
decision, 116 
dependent, 114 
discrete, 35 
environmental, 116 
expenses, 43, 46, 47, 48 
factors, 4, 105 
independent, 114 
non-basic, 67 
resource, 4 

Variance 
-covariance matrix, 68 
of population, 33, 34 
of sample mean, 33, 34 
of total gross margin, 68 

Variability, 98 
in management, 98 
in net benefits, 97 
in opportunity costs, 97 
in prices, 97, 98, 101 
of income, 119 
of yield, 95, 96, 97, 98, 101 
spatial, 97, 98 
time, 97, 98 
within-site, 98 



Village studies. 27. 28. 30. 3::! 
Visual impact method. 122 

Wage income. 45 
Water b~tlance. 55. 5(, 

budgeting, 56 
We;tther. 103. If(, 

parameters. 116 
Whole farm. 19, 29 

analysis. 93. 114 
hudgets. 69. 70. S I. XS 
performance. 41 
planning. 50. 51 
production function. II(,, 117 
profit budgeh. 70 

system. 17 
Working capital. (t(l 

Yield 
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average. 92 
constraints. 12. I K 
curves, 95 
experimental, II 6 
gap. 49, 116 
uf a subsistence crop. 23 
response data. 94 
trc~ttment. 95 
variability. 95. 96, 97. 98. 101 


