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I. INCOME AS FACTOR REWARDS AND AS SOURCE OF CONSUMPTION 

SPENDING 
 
1. A distinction has already been made (above) between drawing up accounts relating to 
an activity and accounts relating to institutions, of which the household is the form of 
particular interest here.  Allied to this is the difference between seeing income as a reward that  
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the owners of fixed factors of production receive as a result of allowing their land, capital and 
labour to take part in production, and income as the flow of resources that households receive 
that may be spent on consumption and on saving. 
 
2. The traditional way of monitoring the economic situation in agriculture has been by 
means of indicators of factor reward, either all factor rewards combined irrespective of who 
owns them (as reflected in Net Value Added) or, by deducting charges for the hired labour, 
borrowed capital and rented land, the residual Entrepreneurial Income, which represents that 
hybrid return to the unpaid labour (mainly the farmer and spouse) and the land and capital 
owned by the operator.  This Entrepreneurial Income is often taken to be the rewards accruing 
to farmers and the unpaid members of their households for working in agriculture.  However, 
while by definition part of the resources flowing to agricultural households comprises factor 
rewards from using their resources in farming, such households may often receive current 
income in other forms, such as from operating non-agricultural businesses, from waged 
employment, from social transfers etc.  It is important when assessing the welfare of 
agricultural households not to assume that these other sources are unimportant. 
 
3. Empirical evidence suggests that they are of great importance in many countries at all 
levels of development, though perhaps they are most under-recognised among industrialised 
economies; for example, in the USA, over-four fifths of the household income of farm-
operator households comes from non-farm sources, and evidence over time suggests that these 
other forms of income are becoming more important.  However, the relative dependency on 
the farm for income varies widely, reflects a number of factors including farm size, and is 
particularly sensitive to the definition of what constitutes an agricultural household.          
 
 
II. RELATIONSHIP BETWEEN INCOME AND EXPENDITURE 
 
4. In considering the economic situation of agricultural households it is instructive to 
first take an overall view of the resources flowing to these households and the way in which 
they use their resources for acquiring the means for living.  Figure 1, adapted from Cecora 
(1986) demonstrates in a comprehensive way the resources used to support the “subsistence” 
of private households. 
 
5. Resources come in both money and material forms, from work, from property, from 
gifts etc. and are used in several ways, of which the acquisition of consumption goods and 
services is one.  It follows that this flow can be measured at various points, with various 
degrees of completeness.  Mostly practical income measurement concerns the part of the flow 
that comprises “nominal goods” in the Figure though, as will be demonstrated, some forms of 
income in real goods are normally included (especially the housing services provided by 
owned dwellings).  But there is also a need to consider other activities that might be deemed 
to constitute part of income, such as what happens in the home, and whether irregular arrivals 
of resources such as from gifts and inheritances of money or assets should be treated in the 
same way as regular earnings from economic activities and social benefits.  It is important to 
remember that the assessment of income usually involves the drawing of rather arbitrary 
boundaries in the overall flow of resources, the suitability of which will depend on the 
particular circumstances.       
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6. The measurement of personal income constitutes a subset of this flow.  A widely 
accepted definition of personal income is that given by Simons: “Personal income may be 
defined as the sum of (1) the market value of rights exercised in consumption and (2) the 
change in the store of property rights between the beginning and end of the period (Simons, 
1938 )”. 
 
7. It is important to note that these consumption rights are those which could be 
exercised rather than those which are actually used, otherwise a high earner who spent little 
might be grouped with a low earner who spent everything.  Income is not numerically 
identical to consumption unless changes in the stored rights, in the form of savings, are also 
taken into account.  We would expect the low spending high earner to accumulate savings 
over the period.   
 
8. In the absence of any change in the value of the capital owned by the person, positive 
or negative, personal income obviously corresponds numerically with the value of 
consumption.  This is identical to the notion of income put forward by John Hicks (1946), 
who defined an individual’s income as the maximum value he could consume during a period 
and still be as well off at the end of the period as he was at the beginning.  The concept of 
income set out in SNA93 is closely aligned with that described in Hicks. In SNA93, the 
theoretical view of disposable income is defined as “…the maximum amount that a household 
or other unit can afford to spend on consumption goods or services during the accounting 
period without having to finance its expenditure by reducing its cash, by disposing of other 
financial or non-financial assets or by increasing its liabilities.” (SNA93 para. 8.15).  It 
follows that increases in “the store of property rights” arising from capital gains form positive 
contributions to personal income, and losses are negative items, since a person who was 
enjoying capital gains could spend them on consumption without running down his property 
rights (maintaining capital “intact”).   
 
9. Some brief comments on the major items are needed: 
 

(i) Income from self-employment (independent activity) 
 
10. By definition, agricultural households are involved with self-employment.  The 
definition of income from self-employment contains some contentious conceptual elements 
(such as the valuation of income in kind), and data gathering data from the self-employed 
poses practical problems.  Coverage of self-employed persons in household surveys is often 
poor because of difficulties of establishing contact, and under-reporting of income is a 
common phenomenon, either deliberately by respondents or because at the time they are not 
yet aware of the real level of their rewards.  If the farmer keeps accounts, it is more likely that 
there will an awareness of income than if not, though book keeping is by no means universal 
even in developed countries.  The situation is aggravated because in many industrialised 
countries farmers are not taxed on the basis of actual incomes and therefore are not required 
by taxation authorities to keep formal accounts   
 
11. Income in kind is a part of the rewards from self-employment.  In agriculture this issue 
is especially problematic because of the enhanced opportunities that farm households have to 
consume from the outputs or inputs of the business.  In attempting to express income as a 
magnitude of money, it will be necessary to attach values to these goods and services, the 
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relevant question being “How much would the farm family have to pay to consume these 
items if they did not come in a physical income form?”. The problem is one of, firstly, 
identifying the non-monetary income and, secondly, choosing an appropriate method of 
valuation.  Some examples of income in kind are straightforward.  If a farmer’s wife is given 
eggs in exchange for working on a neighbour’s holding for a few hours each week, then these 
eggs clearly form part of her household’s income.  The method of valuing them may be open 
to argument, but there would be little doubt that the eggs should be included.  The use of 
petrol paid for by the farm business but used for private outings would also qualify.  These are 
both items that can be substituted by articles bought in the marketplace  shop eggs and petrol 
bought at the pumps.  Others, however, are far more problematic. 
   
12. Some forms of income in kind are of particular importance in an agricultural context 
and require specific mention.  These include the fringe benefits associated with farming, some 
of which are confined to this activity but others more widely experienced by self-employed 
businessmen.  The description “fringe” is perhaps unfortunate since it gives the impression 
that these benefits are unimportant and might be ignored, yet it is precisely these “fringe” 
elements in the rewards enjoyed by farmers and landowners which those outside the industry 
frequently find the most attractive.  Benefits such as spacious and desirable houses in 
environments divorced from unwanted encroachments by noisy people and traffic, the ability 
to pursue space demanding activities like horse riding, the availability of field sports and the 
opportunity for direct involvement in the protection and conservation of wildlife seem to be 
precisely the attributes of farming which potential new entrants with adequate fortunes made 
in other businesses are keenest to secure and which are protected most vigorously when some 
external change, such as a motorway plan, threatens to take them away. 
 
13. In an agricultural context two important examples of income in kind where some 
valuation by imputation is required are the farm household consumption of food materials 
produced on the home farm (often termed own consumption) and the domestic 
accommodation provided by the farmhouse.  Food consumed by farm families which they 
grow themselves, because they have the necessary facilities, involves costs borne by the 
business (fertilizer, tractor fuel, machinery hire purchase charges and so on) which are debit 
items in calculating income from self employment, so in assessing the total income to the 
farmer from his business the value of all the goods produced also have to be accounted for, 
even that part which is not sold but is consumed by the farm household.  Another way of 
looking at home consumption of farm production is that, in the case of any other household, 
the food would have to be bought for cash, so the real value of the farm household income is 
greater than it appears nominally by the extent of the own consumption.  Consequently farm 
families would be expected to spend less on purchased meat, milk or eggs and so on than 
other types of households.  Choices have to be made on the method of valuation, the options 
being to use the retail prices, wholesale (or farm gate) prices, or some estimate of the costs of 
production.  When viewing farm households as consumers, the logical method is to use retail 
prices, as this represents the cost of the food which farmers are relieved from paying.   
 
14. On the other hand, as assessment of the farm’s output, viewed as a business, should 
use farm gate prices, as this corresponds with the revenue that is being forgone by the 
business if the farm household consumes the produce rather than selling it.  A retail valuation 
was adopted by Bellerby (1956, see p.57) in his seminal work on the relative income position 
of the agriculture and non-agriculture sectors and this is the practice of the Irish Household 
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Budget Survey.  However the practice in the European System of Accounts (Eurostat, 1979) 
in its household sector account has been to use farm gate prices, with the justification that on 
farms the foods consumed from own production do not receive the benefits of packaging, 
processing and presentation, all of which are reflected in the retail price.  Though this 
particular income adjustment is probably of little importance when comparing the incomes of 
one group of farmers with other farmers, there could be a substantial impact when ranking 
farmer incomes against those of other groups in society. 
 
15. A similar situation exists with respect to other outputs of the farm, such as food for the 
ponies of the farmer’s children or the wood fuel for domestic heating.  It makes a great deal of 
difference whether these are valued at retail or farmgate prices, but in most accounting 
systems these items would escape totally any income measurement.  The loose distinction 
between resources used for private and for business purposes the use of the car and telephone 
and so on, something shared with most forms of self employment also raises questions of 
identification and valuation of non cash income. 
 
16. In national accounts rents received by households for property they own (other than 
for land and sub-soil assets) are treated as a form of income from independent activity – that 
is, the provision of housing services.  The costs of providing these services will be treated as 
intermediate consumption and rents will be net of these.  An alternative, shown in the 
microeconomic approach of the Canberra Group, is to include it within property income; the 
choice is more one of presentation than substance, the important thing being that it is included 
somewhere in the account leading to total and disposable income.  Depreciation is a more 
contentious issue; where an asset depreciates an estimate will also be deducted from gross 
rent to allow for this, but by convention it is not normal to treat dwelling houses in this way, it 
being assumed that upkeep is adequate to offset their wearing out and deterioration.   
 

(ii) Service provided by owner-occupied dwellings 
 
17. Typically the buildings on a farm include a domestic house for the farm family, and 
sometimes more than one.  One benefit which the farm household receives through living in 
the house is the accommodation it affords; if the house were let it could command a rent, and 
by occupying the house the family is in effect receiving the benefit in kind.  Therefore an 
imputed rental value must be added to the income of the farm household.  Another way of 
putting it is to say that, if the farm family did not live in the farm house, it would have to pay 
a rent for equivalent accommodation, and by living where they do the farmer’s household 
receive a benefit in kind.  Similar reasoning would apply, of course, to housing of other socio 
professional groups who have accommodation which goes with the job or business, including 
clergy and prime ministers.  Indeed, all owner-occupiers of domestic houses are receiving a 
flow of services in kind from their property, and a full assessment of their income should take 
the value of these services into account.   
 
18. Though an estimate for the value of services provided by owned housing forms part of 
the methodology of both national accounts and microeconomic measurement systems, this is 
not always implemented.  When assessing the incomes of their agricultural households for the 
purpose of supplying results to Eurostat’s IAHS statistics, most but not all EU Member States 
use an imputed value.  However, even within some satellites of national accounts a different 
approach is taken; for example in the Household Sector of the UK’s national accounts has 
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excluded this item as it was felt that “it would not normally feature in households’ perception 
of their income”(CSO, 1985 p52).  Among household budget surveys again the inclusion is 
not universal (Hagenaars et al., 1994).  
 

(iii) Wages 
 
19. These will include the value of payments made on behalf of the employee by the 
employer, such as contributions to private or government pension funds. 
 

(iv) Income from property 
 
20. As noted above, rents from the letting of dwellings, business buildings etc. will 
normally appear under this heading in microeconomic accounts but elsewhere (from 
independent activity) in the national accounts approach.  However, rents from land and sub-
soil assets would be included here. 
 

(v) Social benefits 
 

(vi) Other current (inward) transfers 
 

(vii) Taxation and social contributions 
 

(viii) Other current (negative) transfers 
 

(ix) Social benefits in kind 
 
21. Goods and services consumed by individuals that are provided in kind by the state and 
financed from taxation, such as health care and education, also form part of personal income.  
While for some items (dental treatment, perhaps) the price of similar services from private 
dentists is an acceptable indicator of the value of those provided by the state healthcare 
system, for others there may be no parallel market from which values can be taken, or the 
markets may be so marginal that the prices in them are not satisfactory representatives of the 
whole (is the price of private education a valid indicator of the value of free state education?).  
In such cases the average cost of providing these items may have to be substituted as values.  
Though there are practical problems of identification and valuation, these forms of income in 
kind should not be ignored, especially where comparisons of household income are made 
between countries that have different levels of state activity in the health and education 
sectors or over time when changes in the level of state provision take place. 
 
 
III. URBAN VERSUS RURAL CONSUMPTION/WELL-BEING 
 
[To be completed] 
 
Urban versus rural consumption/well-being 
Individual versus Household Incomes 
Shadow Income and the non-observed economy 
Subsidies, preferential tax treatment and income measurement 
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Income and technology (biotechnology, organic farming, machinery, computers, 
informatization, etc.) 
Savings (bank deposits, bonds, funds, shares) 
 
 

Figure 1 
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IV. THE IMPORTANCE OF TIME TO INCOME MEASUREMENT 
 
22. Income is a flow concept rather than a stock concept.  The notion of a time period over 
which income is received and measured is integral with the concept and is explicit in the 
Simons definition, but there is no specific period over which income must be measured.  By 
convention a year is commonly taken as the relevant period; this is not sacrosanct and there 
may well be other lengths of time, which are more appropriate for particular circumstances.  
However, it is unlikely that a detailed definition of income, which is appropriate for one 
length of time, will be equally appropriate for a shorter or longer period. 
   
23. Looking back over a lifetime and assessing the personal income of a farmer, a full 
assessment of the personal income could take a very broad view.  Not only would the income 
in cash and kind be covered, but also any capital gains or losses would need to be ascertained.  
This ex post view of income is related to the notion that consumers, in our case farmer 
households, can have a longer term expectation of their income, which would encompass all 
income forms, and on which their consumption pattern is determined the “permanent income 
hypothesis” put forward by Freidman (1957).1  There has been very little work done on the 
relationship of spending and perceived incomes of a longer term nature in agriculture, 
although evidence on the personal expenditure of farmers (using data from Denmark and 
Norway, referred to in Hill (2000) 2, suggests that they do not adjust substantially their annual 
consumption to accommodate shifts in the profits generated by their farms, at least not within 
the same accounting period. 
   
24. There are well-established empirical links for the population as a whole between age 
and income, low incomes being found especially among the young and elderly, and higher 
levels somewhere in the middle.  Farmers as a group tend to be relatively old compared with 
the rest of society.  On an annual basis some of these older farmers would have a low income, 
but in former times their earnings may well have been substantial.  Their present position 
might simply reflect changed priorities and the assurance of accumulated savings and other 
forms of wealth; their ability to consume may be quite adequate.  Taking a longer view would 
reduce the inequality of incomes within the farming community, a general conclusion 
applicable to many occupations and particularly appropriate in farming where quite large 
year-to-year variations regarded as normal (Atkinson, 1975).3 
 
25. The longer the period chosen and the more disparate the groups for which comparison 
is required, the broader the income concept needed for a satisfactory outcome.  In the shorter 
term it may be appropriate to narrow the definition of income to suit the problems in hand.  
Much of the purpose for income policy and therefore of income measurement hinges on 
poverty, and in such a situation it may be satisfactory to put on one side those constituents of 
income that do not in the short run impinge significantly on the amount of cash which a 
household has to meet its immediate needs.  Thus capital gains and imputed rental values 
might be excluded. 
 
26. Another aspect of time and income measurement, even when the conventional period 
of a year is used, concerns the way that transactions relate to the period in question.  Financial 
years covering twelve months may, in principle, start at any point in the calendar, though 
systems of accounting (such as the Farm Accountancy Data Network system in the EU that 
collects accounts from farms) clearly prefers their cases to share a common year-end or a 
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narrow band of year ends rather than being spread throughout.  In agriculture the production 
cycle has often led to a crop-year being used, and adjusting across different crop-years to fit 
the calendar years used by national accounts can be a source of rather arbitrary year-on-year 
variation.   
 
27. Data for the several types of income received by agricultural households may not 
available on a consistent basis.  Perhaps more significant is the preference, both within the 
SNA93 for national accounts and the recommendations of the Canberra Group for 
microeconomic measurement, for income accounting to be undertaken on an accrual basis 
(that is, when payments become due) rather than on a cash basis, that is when the payment 
actually arrives.  The difference can be quite significant.  However, in practice it is likely that 
data on many items are only available on an actual receipts (and payments) basis.  Thus the 
final total and disposable income estimates are likely to contain both and be rather hybrid in 
nature.   
 
 
 
 
 
 
 

NOTES 
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Oxford.  See also: Atkinson, A. B. (ed)(1980), Wealth, Income and Inequality, Oxford 
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