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Introduction

This report is the 20th in a series ahaal reports prepared by the U.S. Department of Agriculture’s Economic
Research Service to inform the Congress on the status of family. Family farms in thenited States are dthrms
except those with hired managers or those organized as nonfamily corporations or cooperatives. Tasrfasplyrt
was first mandated by the Food and Agriculture AA®77, which required the Department toyade information on
trends in family and nonfamily farms, and the effectgafernment programs and Federal laws on the fdarimgy
system.

To describe fariing in the United States today requires more than a compilation of fa@snumbers, farm sizes,

and farm poduction. Farming is both diverse and complex, and national averages often mask the variation and
interactions that are key to understanding the major participants in agricultural productianmmi.bysinesses, farm
operators, and farm operatwuseholds. Such an understanding is essential to assessing the economic health of the
sector and estimating the effects of changes in government policies and programs.

Farms differ in their natural resourcedewments (land, water, and climat&arm businesses vary with respect to such
characteristics as size (sales and acresjiyat mix, legal organization, land tenure, and financial performance. They
range from small operations run by families that supply all the labor féautinebut get most of their income from off-
farm work, to multinillion-dollar incorporatedarms that control vast resources, hire paid farmworkers, avitipra
better-than-average income to the operator household.

Farm operators shodiversity in demographic ehacteristics, in theours they spend working on and off fhem, and
in their managerial practices. Farm operatmiseholds differ in their financial well-being and sources of income,
particularly in their level of dependence on the earnings generated fréanrtheperabn.

Complexity in farnmg stems from business interactions that redtaich operatorsindependent decisionmaking, such

as contractual arrapgients for output or gellations related to government program participation. While production or
marketing contracts generally decrease production and price risks, they may afsortigns’ choices in what and how

to produce, and when and where to sell. In like manner, government programs may enhance income, but may also
impose constraints such as conservation compliance.

Another eement dding complexity tdarming is the global nature of agricultural production and marketing, because
economic events in the rest of the world add ameht of unpredictality, along with opportunity, to domestic and
foreign trade. Finally, changing technology adds complexity as new crops and new production practices offer both
opportunity and challenge farm operators. Complexity in agriculture increases the need for operatoremanag
expertise in order for farm businesses twiser
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This report describes the Natiorfié&sm businesses as well as the operators who run them and their associated
households. It presents information not just for the Nation, but for regional groupings and major subcatégaries of

Background

In the mid-1990's, most U.g&arms are sl controlled by families, primarily as sole proprietorships but with a small but
growing share legally organized @amily) corporaions. While technological advances have generally decreased the
farm labor requiement, costly new tbaologies have increased the capital investment requiréarfdng. At the same
time, part-time farimg coupled with shistantial &-farm income has become incréagly common, although full-time
commercial operators cantie to produce the bulk of agricultural output.

A significant share ofarm operators usgovernment program participation and other risk mamet strategies to deal

with an increasingly challenging economic environment. Environmental concerns and conservation compliance demand
additional efforts fronfarm managment. [nMl995, Federal program particiiat requiements corued to play a

significant role infarm operators’ gyduction decisions, although government payments provided a relatively small share
of gross farm income.

In order to understand theeglents thatinderlie these general observations, we look &ttines, operators, and
households that are the primary actors in production agriculture. Note that this report is based pritr@9Bydata,
when farm programs were aihistered according to provisions of th@90 Food, Agriculture, Conservation, and Trade
Act. Therefore, implications of tHEO96Farm Act are not considered. However, this report can be used adirzeliase
assess changes resulting from the faaw legislaion.

About the Data

USDA'’s Agricultural Resource Management StudR(AS) is degyned to capture the physical, financial, demographic,
and managerial attributes of farm businesses and people engagedrig.farhe survey was formerly called tharm
Costs and Returns Surv@CRS). The ARMS is amaual survey ofarms onducted jointly by the Economic
Research Service (ERS) and theidlal Agricultural Statistics Service (\8S). The survey covers farm and ranch
operations in the 48 contiguous States.

In 1995, nearly 8,80tarm operators nanwide participated in theRRMS. This sample is representative of the more
than 2 millionfarm businesses thatqutuced the Nation’s food and fiber. This report is the sixth in the féamity
report series to use data from the ARMS as the primary infammsdurce, and uses data from 1885 ARMS,
collected in the spring df996, and from the 1992 Census of Agriculture, the most current infomaadailable.

USDA'’s Agricultural Resource Management Study

The ARMS is a multiframe, probdity-based survey in which sampigrms are radomly selected from groups fafrms
stratified (sorted into groups) by attributes such as economic size, type of production, and land use. Eafarselected
represents a known numberfafms with similar attributes. Vigghting (multiplying) the data for each surveyadm by

the number of farms it represents is the basis for calwglastimates for all U.Sarms.

The survey collects data to measure the financial condition and operatiagtehistics of farm businesses, thetsmf
producing agricultural commaodities, and the well-beinfpai operatohouseholds. Specially trained interviewers
contact each selected operator personally, so that questions are asked and interpreted the same way throughout the
Nation.

Several versions of the survey questionnaire are used in a given year, onfawhaelerson and several rotating
commodity-specific versions. For examplel8095, four quesnnaires were used: th@rm Operator Resources (FOR
or wholefarm) verson, the sorghum cost-of-production (COP) version, the burley tobacco COP version, and the
peanuts COP version. The FOR version provides greater detail on some survey items that describe fdreroverall
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operation and includes unique questionsaosm operatohousehold chracteristics. The COP varss contain indepth
guestions on production practices for the selected commodity, but have less detailed information about faenoverall
business.

Each year, the survey questions are evaluated and revised to reflect changes in agriculture and to address new topics o
interest to the agricultural community. Two topics introduced iL88% FOR velisn are sources d&rm business
loans and operators’ use of computer technology in the office and in the field.

Statistical Measures

Many possible samples can be drawn from a population fafrads. In spite of theosindness of the sampling

technique and the data collection procedures, each of those samples may yield different results. Thus, we refer to value
derived from the sample data as “estimates” and we know that the “true” value for the total population is more likely to
be a value that lies within some range around our estimate. We therefore use statistical measures to assess the validity
and reliability of the estimates. Two statistical measures used in this analysis, the relative stand&$Ereord the

t-statistic (or t-test), are summarized below.

The RSE provides a perspective on how well the data represent a particular sample. The RSE of an estimated mean
(average) is the standard error of the mean divided by the mean itself, expressed as a percent. The standard error of th
mean measures the amount of variation between indivigumas in the group and the group mean. Whediwde the

standard error by the mean, we eliminate the units of denomination (such as dollars or acres), and the effects of scale (il
relative size of numbers used in measuring, such as dollars or millions of dollars).

A small RSE for a mean implies that the mean represents the underlying data better than a mean with a large RSE. In
general, an RSE that exceeds 25 pericglitates that the information should be used with caution. Although we

calculate RSE'’s for all estimates, we do not publish them in the report tables. Instead, we identify estimates with RSE’s
above 25 percent with one or more asterisks.

We use the t-statistic to determine whether or not observed differences between means are statistically significant. A
lower t-statistic indicates less likelihood that the two means are actually different. In general, the higher the RSE’s, the
lower the t-statistic.

The standard used to identify significantly different means in this report is the 5-percent level of significance. This
means that if we calculated means and the associated t-statistics for a large (infinite) number of samples, there is a 5-
percent chance that the test would lead us to conclude that the means are different when they actually are not.

For additional discussion of statistical methodology, see Appendix B.
Comparing Farm Busin ess Estimates to Farm Sector Estimates

Financial measures presented in this report are based on information provided througi8byroperators of farm
businesses that comprise a representative sample of d@tdeamd ranching operations in the contiguous United States.
These measures, which relate strictly to farm businesses, differ conceptually from official USDA sector estimates for the
50 States and are not directly comparable. The difference is basically whiosmiecactivity is being measured.

For example, the ARMS income estimates use the income of farm businesses, Widels ifie income of all those

with an ownership interest in the operation--farm operators, partners, anubsthense USDA's official sector income
estimates include not only those participants, but also others, such as landlords and contractors, who share in the risks
production. The RMS income estimate is an aggregatof farm-level data, wighted appropriately.

The official USDA farm sector income estimate is developed from a complex pioogistng many data sources, such
as production and price estimates from NASS data collection, government program payments from administrative
records of USDA agencies, and income and expense information frorRW& A
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Commonly Used Terms

Some terms that are often used in general discussidasmirig have very specific definitions in this report. A few
examples are given below. Additional information is available in Appendix A, the glossary.

Farm

Since 1850, when imimum criteria defining &arm for census purposes were first established, the fainitidef has
changed nine times, as the Nation has grown and changedmAs currently defined, for statistical purposes, as any
place from which $1,000 or more of agriculturabgucts (crops and livestock) were sold or normally would have been
sold during the census year. This definition has been in place since A8@astbyjoint agieement amng USDA, the
Office of Management anduBiget, and the Bureau of the Censaisd is used in determining the suitability daem for
inclusion in the RKRMS. Accoding to NASS data, U.$arms numbered just over Zllion in 1995.

Type of Farm

Type of farm generally refers to the cowulity that best diracterizes the farm’s primaryquiuction activity, for
example, cash grain farm or dairy farm.ingsARMS data, we construct two enterpriisdicators related to type of
farm, namely farm type and majority enterprise type. Farm type is theagtityror commodity group that accounts for
the largest share of the farm’s gross sales. Farm type is selected by the operator fromhmiggtsobic the ARMS
guestionnaire, such as cash grains or dairy.

Majority enterprise type is the commodity or commodity group that accounts for at least half of the operation’s estimated
gross value of production. Majority enterprise type is, in some cases, more specfaecrthgpe. For example,

instead of grouping all cash grains together darim type, majority enterprise type identifies five separate cash grain
commodities: wheat, corn, soybeans, grain sorghum, and rice.

A farm that does naneet the 50-percent criten for any one of the 15 specific majority enterprise types could be
classified as either a general crop farm (cropswaucfor at least 50 percent of the value of production) or general
livestockfarm (ivestock accounts for at least 50 percent of the value of production) based on the crop and livestock
components of the value-of-production estimate.

Family Farms and Farm Households

Most U.S. farms are organized as sole proprietorships, partnerships, or family comppeatd they account for 98
percent of all farms (fig. 1). Because these farms are generallglmhtyy one or more households (including the
operator’'s household), we consider them to be fafimilys. A farmhousehold includes all persons living in the same
dwelling with the operator, or living away but still dependent on support from the household.

In multifamily operations, the operator is the person who makes most of the day-to-day decisions &rout the
Household information is collected only for the operator’s household. Collecting information on Hatimthad off-

farm components of farm familyousehold income allows us to make valid comparisons of financial well-being between
farmhouseholds and all U.S. households.

Farms that areonfamily corporations, cooperatives, or run by a hired manager are classified as ndafamsily

Nonfamily farms aagunt for only 2 percent of all U.Sarms. Nonfamily farms are not represented in estioret
related to farm operatdiouseholds, but they are included in the rest of the analysis.
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Figure 1
Family farms in the United States, 1995

More than 98 percent of farms in the U.S. were family farms, and 7 percent of family farm
operator households shared the net farm income of the business with an additional 187,894

households.
138,016 farm households split their net farm
1,898,793 farm households income with another 187,894 households
did not split the net income
of their businesses 31,190 farms were not family farms 1/

1/ Includes nonfamily corporations, cooperative farms, and farms operated by
hired managers. These farms are not closely held by an operator household.

Source: USDA, Economic Research Service, 1995 Agricultural Resource Management Study.

Farm Sales

Gross value of farm sales is iadicator of economitarm size. Gross value of sales measures what the farm sold
during a year, including sales from inventory, regardless of whether tteepsowere received by the opienat
landlord(s), or contractor(s). Gross valudasm sales incdes cash sales of all agricultural commodities, sales under
marketing contracts, the value of share rent, the value of commaodities produced under production contracts, and
government payments related to output. The definition of gross value of sales use¥i®parposes is the same
definition used by USDA to establish its official estimates of numbfarofs by eonomic size (sales class).

Farms with a gross value of salexler$50,000 are referred to asncanmercial-sizéarm businesses in this report,
while farms with sales 850,000 or more are calledromercial-size operemns.

Farm Income

One measure of farm income is gross cash farm income. In contrast to gross value of farm sales, gross cash farm incor
is only thefarm operabn’s share of&cepts from gross value of sales. Because gross cash incolméesxany shares
of production accruing to landlords and contractors, it may be lower than the gross Yatmesafles.

Another measure d&rm income is net cash farm income, which is gross cash farm income less cash expenses. Farm

operators use net cash income from fagrno purchasérm capital items, reduce farm debt, aneet family
obligations.
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Earnings of the operator household friiamming activities is primarily the household’s share of net ¢assh income

less depreciation. This definition is largely consistent with the Census Bureau’s Current Populatio(CR8yey

definition offarm self-employment income antiicavs us to directly compare the income positiofiamim households

with the average for all U.S. households (for further explanation, see Appendix C). Earnings of the operator household
from farming activities does not include some resourcesattm business may gvide to the household, such as

unspent depreciation expense, nonmoney or in-kicefts, and dditions to inventory.

Farm Structure

Farm structure or agricultural structure refers to a broad set of characteristics that describe U.S. farms, as well as the
distribution offarm pioduction resources and returns to those engadadinpioduction activities. For example,

producing unitgfarms and ranches) may be categorized by farm size (value of sales or number of acres), primary
output, and geographic locatioRarm businesses may bdideated by form of legal organization, degree of land
ownership, marketing or production contractambngments, and financial pagit. Farm operators may be described

by age, education, and primary occupation. Fintdlyn households may be afacterized by features of their

associated farm businesses and intemaetith the nofarm sector, such as off-farm employment or income from

nonfarm sources. Any or all of theseraents can be used to construct a structural portrigtraing in the Nation.

Figure 2 illustrates someeghents of agricultural structure by desitrgbthe 10farm pioduction regions using share of

all farms, average acres operated and value of sales, arivesdpék share diarm sales.

Figure 2

Characteristics of farming in 10 farm production regions, 1995

Two-thirds of the Nation's farms are in the 6 farm production regions that make up
the eastern half of the U.S.

516 acres
$69,297
41%/59%

Share of U.S. farms

Average acres per farm

Average sales per farm

Share of sales from crops/livestock

Source: USDA, Economic Research Service, 1995 Agricultural Resource Management Study.
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