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Composition and volatility of income

Income of farming
. . e Farming activities _
Farming perspective T - More studied
Off farm income

Labour income

Revenues from other assets (excl.
interest)

Received interest

Other off farm income sources

Disability payments
e Other social security payments
Total income
Personal taxes
Disposable income Less studied
Consumption
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Farm household
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Objective of the paper

" To analyse the composition and volatility of the total income of
dairy farmers

" and the importance and volatility of the different components
contributing to the total income and wealth

® The relation between wealth and income
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Data and method

" Dutch FADN

e Much broader than EU FADN (including environmental variables, such as mineral

balances, pesticides use, use of antibiotics and energy use).

e Additional socio-economic variables such as off-farm income, paid taxes and

innovation.

® Unbalanced panel between 130 and 180 observations per year for
the period 2001 - 2017.

" Coefficient of variation to estimate volatility
" Analyses at farm level and then aggregated to groups

" Futher analysis on poverty thresholds and wealth impacts
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Development and composition of income (group)

M income without subsidies
M subsidies

150.000,00 B off farm labour income
M revenues private assets
" other off farm income
W received interest

disability insurance payments
M other social security payments
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Averages hide large differences in distribution

Distribution of total income Distribution of change in total income
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Volatility of income and income components

Total Size Size Size
class class class

small medium  large
0.62 ‘ 0.55 ‘ 0.64 0.72

0.86 ‘ 0.79 ‘ 0.92
0.31 ‘ 0.39 ‘ 0.19
0.66 0.59

Income of farming, of which:
1.16
0.1

e  Farming activities
e  Subsidies

Off farm income, of which:

0.81 0.75 0.82 1.12

1.77

. Labour income

interest)
e Received interest 1.40 1.10 1.72 1.73
W‘W‘W‘ 2.83
7173‘7173‘7200‘ 1.45
W‘W‘W‘ 1.28

Total income 0.47 0.42 0.53 0.66

|
W‘ 0.98

|

|

° Other off farm income sources
. Disability payments

|
|
|
| | |
e Revenues from other assets (excl. 2.26 2.26 2.65
| | |
e  Other social security payments ‘
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Volatility of consumption and savings

class class class
small medium  large
0.42

Variable Total Size Size Size

2.15
0.48

Savings
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Stability of income distribution (year t vs t+1)

" 57.4% of low quintile group
stay in lowest quintile group

11.3% \

o 219% " 67.5% of highest quintile
o 406% group remain in same group

" Subsidies only have a
small impact on
stability of distribution
mainly at the higher
quintile groups
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Percentage of farms above the poverty threshold

B Farm income without subsidies B Farm income m Total income
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Percentage of entrepreneurs above the poverty

threshold

]
]
o
]

B Farm income without subsidies B Farm income B Total income
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Impact of capital formation on wealth of farmers

" Decreasing solvability

" Impact of quota
abolishment

B Tncrease in land values
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Link between own assets and 3 year income

® 26% low incomes and
low assets

® 149% low income but
more favourable net
worth

= 8% high income but 5.78%

low own assets

- 512%

5.06% 4.08%
" 32% high income and ! : 3.40% 5.64%

favourable net worth
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Discussion (1)

" Farm income has always been a central element in the CAP.

" A broader perspective (including off-farm income and wealth effects)
provide a more realistic picture of the income and wealth effects as
experienced by farmers

" Promoting off-farm income, social security and options in tax-law
(like averaging incomes to reduce marginal rates, or set up a special
savings account with non-taxed income for leaner times) are
alternatives for policy options

" Subsidy payments could be more targeted if the main objective is to
achieve an acceptable standard of living.
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Discussion (2)

" Within the group of low income farms there is still a sub-group with
a low income situation in combination with a more vulnerable own
asset situation that requires special attention.

" Farmers are well able to maintain their consumption levels with
savings in good years and un-saving in more challenging years

" Real problems occur with persistent low income levels

" Farming is a risky business, but in situations with efficient capital
markets, farm-friendly tax regimes and risk-management by
households that involves non-farm activities and income, farm
households have several tools to cope with price and yield risks.
Policy evaluations should take all these aspects into account.
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Thanks for your
attention

Hans.Vrolijk@wur.nl

Krijn.Poppe@wur.nl
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