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As agriculture is a seasonal activity, agricultural and other
economni ¢ activities go hand-in-hand for agricultural
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Thi s paper highlights relevant aspects of the SNA and practical
consi derations that need to be understood by statisticians for
generating the essential data.

1. The agriculture sector has been traditionally nonitored to study

(a) its contribution to the overall economc growth, (b) its inpact on food
consunption levels, (c) the sound use of agricultural inputs and technol ogy of
production, (d) targets for future production, and (e) export and inport
policies. These issues are straight-forward and data to study these aspects
are general ly available fromagricultural censuses and surveys which refer to
agricultural holdings. However, these data are limted to the agricultura
activity and in all these studies the issue of the inconme levels of the
producers of agricultural products has been |left in the background. |In order
to study the latter it is necessary to resort to data on the econom c aspects
of agriculture in relation to other economc activities of the agricultural
househol ds. Sonme of the policy issues which could be addressed by these data
woul d be related to the level of living of the popul ati on dependent on
agriculture, the terns of trade between the agricultural and non-agricul tura
househol ds, the price behaviour of agricultural products vis-a-vis taxes and
subsi dies, etc. Such issues are relevant not only for devel oping countries but
al so for devel oped countri es.

2. In nost countries, issues |like taxes, subsidies, price control and
progranms related to poverty alleviation are being decided in isolation

wi thout studying their direct and indirect effects on different sectors of
the econony. As agriculture is a prinmary activity, the “inter-relationship”
of the agricultural activity with non-agricultural activities is inportant
not only for the successful inplenentation of plans but also to assess the

i npact of governnental policies on various segnents of the popul ation
dependent on agriculture. The 1993 System of National Accounts (SNA) does
take into account this conprehensive need of policy makers in a nore explicit

*k

Let me confess at the very beginning that the title of the paper gave ne a
tough tine (although | agreed to it at an earlier stage). Econonic
activities, in general consist of production (and incone), consunption and

accunul ation. It is in fact not possible consider all the econonic
activities of households in a short paper like this one. Therefore, taking
the clue given by the second part of the title, | have nmade an attenpt to
consider the integration of farmand non-farmincones. |In practice, non-

agricultural househol ds can al so have farmincone, but assum ng that the
focus of the nmeeting would be on “Devel opnent and i nprovenent of econonic
statistics for food and agriculture”, | have further restricted the coverage
of the paper to agricultural households. Thus a nore appropriate title of

t he paper would be “How to integrate econom ¢ aspects of agriculture with

ot her econonic activities of agricultural households to study farm plus non-
farmincone”. The author would |ike to acknow edge the gui dance and support
provided by M. L. Naiken, Chief, Statistical Analysis Service in refining
the draft fromthe point of view of a practical statistician
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manner. Noreover, the 1993 SNA puts greater enphasis on the use of the
accounting framework for organising the database (paragraph 1.1 of the SNA)
rather only as a tool for conpiling nacro-econom ¢ aggregates. The advant age
of this approach is that it identifies each set of the rel evant databases and
their interrelationships in a mutually exclusive framework. However, for the
present purpose, where the focus is on agricultural households, it is necessary
to go beyond the macro-framework given by the SNA. In addition recognising
that the efforts of integration of farmng and non-farming activities of
agricultural househol ds woul d have also to be directed to wards the
collection of the required data through househol d surveys, one need to take a
cl oser | ook at concepts and definitions being used for collection of data. The
present paper, while enunmerating alternative measures of incone at a nore

di saggregated level within the framework of the SNA (to denonstrate the role of
farmand non-farminconme of the agricultural househol ds), concentrates
primarily on two conceptual issues, viz., the agricultural household and farm
non-farmincome. The paper, apart fromthis introduction, has been divided
into three parts: the first presents the practical issues in defining

agricul tural househol ds; the second di scusses alternative concepts of incone;
and the third goes into the details of farmand non-farmincone aggregates.

Defining the Agricultural househol d

3. The 1993 System of National Accounts (SNA) has recognised that an
"institutional” unit is the only econonmic entity that is capable, in its own
right, of owning assets, incurring liabilities, engaging in economc
activities and entering in transaction with other entities. A household, in
the SNA, is an institutional unit by its social status. The SNA attaches
great inportance to the analysis of the household sector for many anal ytica
reasons. To provide a real life situation, the SNA has integrated various
activities in which a household is generally involved. This has nmade the
sector a conplex one. A household plays two different roles: first, as a
final consumer of goods and services (sonme of which are available free of
charge or at a subsidised rate) produced by other househol ds and
institutional units including the government and non-profit institutions
servi ng househol ds; second, as a producer of goods and services. 1In this
capacity the household carries out various econom c transactions in
connection with production activities |like any other institutional unit,

e.g. the sale and purchase of goods and services that are produced by the
househol d or required for carrying out production activities. The househol ds
al so create assets and incur liabilities. These can be either for production
or consunption related activities. One inportant feature of this unit of
study is that unlike other institutional units which are created by the | ega
system it does not nmaintain a strict distinction between transactions made
for consunption or production purposes. Households, in nost of the cases,
have no | egal conpul sion to keep and submit returns providing details of
their expenditure. Thus for in-depth analysis of econom c aspects of
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agriculture with other economic activities of household it would be
appropriate to study agricultural househol ds.

4. Most househol ds i nclude several individuals who differ in many respects
i ncluding their econonmic status (e.g. whether they are econonically active or
not, and if so, in which kind of production activity or in what capacity:

enpl oyer, enployee or own-account worker). For this reason and to clearly
understand the conbi nati on of agricultural and non-agricultural activities,
it is necessary to study the agricultural househol ds separately and in nore
honogeneous groups within the agricultural sector'. Thus for the agricultura
househol ds havi ng enpl oyers and own-account workers engaged in the
agricultural activity, it may be convenient to introduce additional criteria
to distinguish them e.g., inrelation to the size and type of the
enterprise, holding size, the nunber of cattle, etc., or a distinction
commonly referred to as the fornal and informal activities. Al though a
certain degree of informal activity nmay exist in the devel oped countries,

this distinction is particularly relevant for devel oping countries. In many
of the latter countries it is crucial due to the nunber of people involved
general |y as own-account workers or enployers. |In general, it is not

necessary to study the integration of farm ng and non-farm ng economc
activities for househol ds whose nmenbers are working as enpl oyees in any
agricultural establishnent for need of information for decision making. This
is mainly because: (a) they have the option to go either to agricultura
activity or non-agricultural activity, and (b) they are not directly affected
by government plans and policies for devel opnent of agriculture. However,
this sub-sector al so has been included in defining the agricultural

househol d.

5. Sub-sectoring of the household sector is one area in which the 1993 SNA
reconmends that the Systembe inplenented flexibly. In the present context
interest is focused on househol ds whose resources are derived primarily from
their own agricultural production. It is entirely in the spirit of the 1993
SNA to define a sub-sector of this kind. Thus followi ng the sanme criteria as
used in SNA an agricultural household rmay be defined as a househol d whose

| argest source of income is derived fromthe agricultural? activity. In
paragraph 4 153, the 1993 SNA di stingui shes three types of househol d i ncone:

(a) mxed incones; (b) conmpensation of enployees and (c) property and transfer

i ncomes. An agricultural household is one in which the total mixed inconme from
agriculture is larger than the total incones received under (b) or (c) or the

m xed i ncone received fromnon-agricultural production. Al though this approach
suggested by the SNA is consistent with the suggestion nade by the
International Standard Industrial dassification of all Economic Activities
(1SIC) for the classification of statistical units it is not feasible to use
this concept for collection of data (as it would involve detail ed cal cul ations
to arrive at the decision). I1SIC Revision 3, realising this difficulty, states
t hat:
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“ldeally, the principal product of the unit should be determ ned by

reference to the value added to the goods sold or services rendered. In
practice it is generally not possible to obtain this information for
i ndi vi dual products. It is therefore recommended that in such cases, the

principal kind of activity be determ ned by the proportion of gross
output of the unit that is attributable to the goods or services

associ ated with these kinds of activity. Were this nethod is not
applicable, the principal kinds of activity should be determ ned fromthe
proportion of enployed in these activities.”

6. The practical suggestion made by the ISIC which is useful for

det ermi ni ng whet her a household is an agricultural or not, could be extended
further to take a nore anal ytical approach in the collection and tabul ation
of data on agricultural househol ds by taking into account agricultura
holdings. |In this extended approach an agricultural household can be defined
in four ways - (i) taking the economic activity of the head of the

househol d(i.e. whether operating an agricultural holding), (ii) taking the
maj or source of incone of the household, (iii) considering if any nmenber of
t he househol d is operating an agricultural holding, or (iv) considering if
any nenber of the household is engaged in the agricultural activity
irrespective of whether he is operating an agricultural holding. Al these
approaches, excludi ng the second one, can be used wi thout any conplication
for identifying an agricultural household for collection and tabul ati on of
the required data.

7. The four approaches |listed above in paragraph 7 lead to different
neasures of the popul ati on dependent on agriculture and serve different
anal yti cal objectives. The first approach assunes that the head of the
househol d nornal |y operates the holding (as it is the case in nmany devel opi ng
countries) and by convention the household is an agricul tural househol d.
This concept is also inportant as the head of a househol d has an inportant
role in taking decisions about the current and future (investnent rel ated)
activities of the household. The second approach linmts the area of study to
t hose househol ds who depend on agriculture to earn their livelihood.

Al though this group is inportant for nmany practical considerations, it has
its limtation concerning data collection. 1In the third approach all the
househol ds operating agricultural holdings are covered. One can assune that
by and large this will cover the total area under agriculture operated by
househol ds. In the fourth approach all the househol ds dependent (fully or
partially) on agriculture are included. This concept provides a

conpr ehensi ve coverage of the popul ati on dependent on agricul ture.

A detailed discussion on this issue and rel ated concepts is given in FAO
[1978 & 1997]. However, it may be nentioned that the total output and val ue
added produced by all agricultural househol ds may diverge significantly from
the total output and val ue added of all agricultural establishments, even in
devel opi ng countries where nost of the agricultural production is carried out
by househol ds. For exanple, part of the production rmay be carried out in the
establ i shnments owned by corporate enterprises, or even by non-agricultura
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househol ds. Conversely agricul tural househol ds may have significant non-
agricul tural output.

Incone in the national accounting structure

8. Incone fromany activity, in the nost conmon sense, is the difference
bet ween the incom ng and outgoing related to the activity. However, the
concept of incone as it is generally understood in econom cs, is equivalent
to di sposabl e incone as neasured in the SNA.  The househol d di sposabl e i nconme
i s the maxi mum anmount that a household can afford to spend on the consunption
of goods or services during an accounting period w thout having to finance
its expenditures by reducing its cash balances (which it had at the begi nning
of the accounting period), or by disposing of its other financial or non-
financial assets or by increasing its liabilities. The total of the cash

bal ances and net val ue of assets (i.e. assets minus liabilities) is taken as
the ‘net worth’ of the unit. According to the concept of disposable incone
used in the SNA, the net worth that needs to be nmaintained intact is that at
t he begi nning of the accounting period, adjusted for the value of any capita
transfers received or paid, for other changes in the volune of assets and for
any real holding gains or |osses accrued during the accounting period. This
concept is equivalent to the economic theoretic concept only when the net
worth at the beginning of the period is not changed by capital transfers or
by any other changes in the volunme of assets or real holding gains or |osses.
However, the real net worth of a unit may be changed as a result of the
recei pt or paynent of capital transfers and as a result of real holding gains
or losses that accrue on its assets or liabilities. It may also be changed
by events such as natural disasters that change the vol unme of assets.

9. The revi sed SNA has put nmajor enphasis on the analysis of inconme. To
support various anal ytical needs, the accounting structure of the Systemis
designed to provide several alternative estimates of inconme to clearly

hi ghli ght the functioning of the economic process. It provides five
alternative estimtes of income to nonitor the process of incone generation
and its distribution and redistribution

(a) Val ue Added (net/gross) — a balancing itemof the ‘Production account’
providing an estimte of income originating fromthe production activity of
t he (househol d) unit.

(b) Operating surplus/mxed i ncone of the sel f-enployed — conponents of
primary incone as obtained in the “Generation of income account” of the unit.
These conponents provide an estimate of income accruing to the enployer of
the unit fromthe production activity of the unit.

(c) Net property inconme received and bal ances of primary i ncone —
conponents of primary incone® derived in the “Allocation of primary income
account”. The SNA has recomended the conpilation of this account for
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institutional units (and not for establishnments). Property inconmes are
received as well as paid by the househol ds and include the paynment of rent on
their land and interest on | oans (whether to finance production or household
consunption). The balance of prinmary inconme which is a balancing itemof the
account is the sumof three kinds of primary incomes (conpensation of

enpl oyees, operating surplus/mxed i ncome and net property inconme) accrued to
the unit (household) for its total econonmic activity performed during the
year.

(d) Di sposabl e i ncone — a balancing itemof the ‘Secondary distribution of
i ncome account’. It is nmeasured after allowi ng for current taxes on incone,
weal th, etc., net social contributions/benefits and other current transfers,
excl udi ng social transfers in kind.

(e) Adj ust ed di sposabl e i ncone — bal ancing item of the “Redistribution of
i ncome in kind account®, measured after allow ng for social transfers in
ki nd.

10. The first three neasures are based on the “inconme originating concept”
and provide indicators to nonitor the econonmic activity of the unit while the
[ast two are based on “incone accrual concept” and are useful for analysing
the final consunption as well as saving and investnent aspects of the unit.
The magni tude of these concepts of income may differ widely at the |evel of
the overall household sector. The differences between them are even greater
for sone types of households. This nmeans that in principle it is necessary
to take all of theminto account to give a correct picture of the incone
redistribution. The SNA reconmends that for depicting the conplete process
of incone generation and distribution all accounts nay be conpil ed.

Farm and non-farm i ncome

11. The concept of farm (and non-farm income depends on two factors:

(a) definition of farm ng activity, and (b) purpose of the study. The

farm ng activity which is directly related to the agricultural activity has
been defined by the ISIC under division 01 Agriculture, hunting and rel ated
service activities and covers the growi ng of crops, maintaining of anim
(animal farming) either singly or in a conbination of the two, as well as
agricultural and ani mal husbandry service activities. However, while
studyi ng the economic aspects of an institutional unit or an establishnment it
is rarely feasible to find a unit that is solely devoted to the farmactivity

as defined in the ISIC. In order to deal with such real life situation, 1SIC
has provi ded gui delines (discussed above) to select a unit whose principa
activity is farming. In any case, if one does not artificially conpile the

data, incone of the unit will cover both farm ng i ncone as well as non-

farm ng income. This is mainly because often it is not feasible to separate
i nputs, | abour and assets according to the individual econom c activity.
However, the extent to which non-farnming incone is included in an estinate
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depends on the stage of the analysis (reference paragraph 10 above) one is
| ooki ng at.

12. The primary distribution of income account shows how the gross val ue
added is distributed to factors of |abour and capital and to government. In
fact the account is subdivided between sub-accounts, in order to denonstrate
the structure of the economic activity. The production and generation of

i ncome accounts records various transactions fromthe point of view of the
unit’s production activity and thus include non-farmng i ncone of those
activities which are secondary and ancillary (such as naki ng of wi ne, cheese,
etc.) of the production process of the institutional unit. To study and nake
an in-depth analysis of the production process and understand the role of
non-farmng activities (using ISIC classification) associated with different
type of main activities undertaken by the producer, the SNA has recomended
the conpilation of similar accounts for establishnments by naking uniform
groups.

13. The allocation of the prinmary inconme account shows the renuaining part
of the primary distribution of incone. It records property incone receivable
and payabl e, and conpensati on of enpl oyees and taxes, |ess subsidies, on
production and inports receivable. The prinary income account covers incone
in w der senses because it includes, apart from operating surplus/m xed

i ncome, also net property income, conpensation of enployees and taxes |ess
subsi di es, and production and inports receivable which are either related to
the on-farmactivity or any other economc activity (which may include non-
farmactivities also) in which nenbers of the househol ds are involved. Thus
it takes into account the off-farm property inconme as well as the incone of
t he nmenbers of the household who nmay be enpl oyed with other institutiona
units.

14. The allocation of primary incone account provides an estinmate of tota

i ncone originating fromthe econonmic activities of the household. However,
this is not the income which a household can use for neeting its needs.
Househol ds al so get inconme by way of transfers (either in cash or in kind).
In order to distinguish the two kinds of transfers in the incone

redi stribution process, i.e., the transfers in cash and the transfers in

ki nd, the SNA has proposed two different accounts. This distinction is made
inrelation to transfers between househol ds on one side, general governnent
and non-profit institutions serving households (NPl SHs) on the other. The
secondary distribution of income account covers in principle redistribution
of incone through transfers in cash only, while the redistribution of the

i nconme-i n-kind account take into account social transfers in kind. |In order
to get a conmprehensive | ook on the level of living of households (taking into
account non-farm benefits including transfers which a househol d derives from
t he general governnent and the NPISHs) one has to conpile this |ast set of
account .



CES/ AC. 61/ 1999/ 4
Page 9

15. The above di scussion indicates different fornms of non-farmng i ncones

that a househol d receives and the stages at which these incones enter
An overview of various alternative neasures has been
sumarised in the table bel ow.
can deci de which estinmate of

t he econoni c process.

into

Dependi ng upon the purpose of the study one

i ncone needs to be studied.

For exanple, to

formul ate plans for the devel opment of production technol ogi es by inproving

nmechani sati on,
generation of

focuses on investnent
agricul tural
di stribution of

the | evel of

the study needs to concentrate on the production and

i ncome accounts while to fornulate tax/subsidy related policies
one needs to |l ook at the allocation of primary incone account.
rel ated i ssues or
househol ds it woul d be necessary to concentrate on the secondary
i ncome account.

If the study
living of the

Account /| ndi cat or

Data required to
derive the indicator

Renar ks

Producti on and generation
of incone account
Val ue added (net/gross)
Operating surpl us/ m xed
i ncome of sel f-enployed
(net/gross)

Val ue of out put

Val ue of inputs
bei ng used in the
producti on process

Consunpt i on of
fixed capital

I ncl udes non-farm

i ncome which is
secondary to the
production activity
of the househol d.
This mainly includes
on-farm processi ng of

Taxes on :
oroduction and agricultural products
i mports
Al l ocation of primary Conpensat i on of I ncl udes non-farm
i ncone account enpl oyees i ncone of nenbers of
Net property income Interest received |Mhouseholds enployed
received and paid as enpl oyees or as an
Bal ance of primary Rent received and | ©Wner non-
i ncome pai d agrlcu!tura
establishment well as
O her property

i ncone |ike dividend

t he property incone
(i ncluding inputed
val ue of rent for
owner occupi ed
dwel 1'i ngs) of the

househol d.
Secondary distribution of Current taxes on Measures total incone
i ncone account i ncome, wealth, etc. in cash or kind from

Di sposabl e i ncone Soci al the production

contributions, enpl oyment or the
Social benefits in benefits received

ki nd fromw thin the

househol d sect or

O her current

transfers

Redi stribution of incone in Social transfers Measures the | evel of

ki nd account
Adj ust ed di sposabl e
i ncone

in kind from
governnent and NPl SHs

I'iving of househol ds
for intra and

i nternational

conpari sons.




CES/ AC. 61/ 1999/ 4
Page 10

16. This study of farmi ng and non-farming incone | ooks only at one side of
the picture, as it does not include househol ds whose principal activity is of
non-farmng type. A look at the second columm shows that for analysing the

i mpact of different economic activities of agricultural households on their

| evel s of inconme etc., one needs a conprehensive data on a nunber of itens
whi ch can be obtained only in a carefully designed household survey. The

i ssues involved in collection of these data have been discussed in detail in
Kabat et. al. (1998) with respect to the devel oping countries. However, sone
of the issues |like concepts and definitions, mcro-nacro |inkages discussed
in the paper are equally inportant for the devel oped countries al so.
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END NOTES

! The SEAFA has al ready recogni sed the need to study “Establishnments
cross-classified by sector of ownership and type of production activity”.

2 Agriculture being defined as in the Division 01 of ISIC, Rev. 3.

3 The 1993 SNA makes a provision for another income concept or bal ancing item
bet ween the ni xed incone of the generation of income account and the bal ance of
primary incomes. It is called entrepreneurial inconme and is only applicable to
an institutional unit in its capacity as a producer (corporate, quasi-corporate
or unincorporated enterprise). Entrepreneurial income is explainedin

Annex 2 4 of the SEAFA. However, the SEAFA does not reconmend the cal cul ation
of entrepreneurial income as a normal rule because of the practical difficulty
of nmeasuring it properly although it was included in FAO s 1974 Handbook of
Econom ¢ Accounts for Agriculture.

* The SNA has reconmmended two nore accounts, viz., use of disposable account
and use of adjusted di sposabl e account, under the structure of “Current
Account”. The bal ancing itemof these accounts is saving. This one is
carried forward into the capital account, the first in the Systenlis sequence
of accunul ati on accounts.



