


Extension Bulletin 166 Revised June 1941 
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I T IS a matter of common observa
tion that prices of farm products 

are frequently out of line with pro
duction costs. Prices of certain products 
may remain out of line with costs for 
considerable periods. This has led to 
various proposals for fixing farm 
prices, by law, on the basis of cost of 
production. Proposals of this kind are 
especially numerous in a period of de
clining prices. Certain fundamental 
characteristics of farm costs account 
for the slow response of farm produc
tion to cost-of-production-price rela
tionships and also make difficult the 
fixing of prices on a cost basis. These 
characteristics are discussed in this 
bulletin. 

What Is Cost-of-Production? 

By cost-of-production is usually 
meant the sum of money required to 
produce a commodity. This may be 
more accurately and precisely stated as 
the sum of money ( 1) that must be 
paid for the "efforts and sacrifices"' 
involved in making a commodity, or 
(2) that must be paid to overcome 
the "resistances"" to its production. 
This concept should be kept clearly in 
mind in considering the relationship 
between cost-of-production and price. 

The nature of the elements that 
make up the "efforts and sacrifices" or 

' Marshall, Alfred. Principles of Economics. 
2 Davenport, H. J. Economics of Enterprise. 

the "resistances" referred to is such 
that their money value varies widely 
among different producers and at dif
ferent times. Cost of production thus 
defined should not be confused with 
so-called cost-of-production figures 
that include only direct cash outlays 
or that are figured on the basis of 
desired rates of return for the factors 
of production which would insure the 
producer a certain standard of living. 

Indirect or Non-Cash Items 

A large part of the elements of cost 
in farm production do not involve a 
direct, current cash outlay. This is il
lustrated in table 1 in which are shown 
data on the cost of producing winter 
wheat on a farm in Winona County in 
1937-38. These costs have been di
vided into two groups-"total costs" 
and "direct costs." 

In the first column the value of each 
of the cost elements at current market 
rates is shown. These market rates 
are the usual rates for the return to 
these factors in farm production that 
in the long run must be covered by 
the price received. Otherwise, the 
farmer will tend to shift to the pro
duction of some other commodity sell
ing for a price that will bring such 
rates of return. 

In the second column only those items 
that represent either direct cash out-
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lay or the sacrifice of potential, direct 
cash income are shown. Items repre
senting sacrifices of possible cash in
come are shown in parentheses. 

For example, the total labor charge 
is shown in the first column. Only 4% 
hours of this labor were actually hired. 
The other 6 hours were performed by 
the farmer himself. Only the amount 
that was paid for the 41fz hours of hired 
labor is shown in the second column. 
Likewise, in case of horse work, the 
only part of the total charge shown in 
the second column is the current mar
ket value of the salable feed used by 
the horses. This represents a sacrifice 
of income rather than a direct cash 
outlay and is in parentheses. 

For land owned, free of debt by the 
farmer, the only direct cost is the tax 
payment. Threshing and twine, on the 
other hand, represent direct cash out
lay. Only 49. per cent of the total costs, 
as figured, 117Present either direct cash 
outlay or the sacrifice of direct cash 
income. 

A large part of the farm labor sup
ply is furnished by the farmer and 
members of his family. According to 
the Federal Census, only 57 per cent 
of the farmers of Minnesota reported 

hiring labor in 1929. The average 
amount of such labor reported was 
126 days or a little more than four 
months per farm. If this is distributed 
over all farms in the state, it amounts 
to 71 days or less than 2% months per 
farm. In most cases, the farmer also 
supplies a large part of the capital 
used in production. 

When prices fall and the income from 
a particular crop is insufficient to yield 
the usual market return on his labor 
and capital, the farmer has three al
ternatives: (1) He may shift his labor 
and capital to the production of some 
other crop that promises a larger re
turn; (2) he may continue to produce 
the same crop as long as the price is 
sufficient to pay anything more than 
the direct costs; or (3) he may discon
tinue production. If there are more 
profitable crops to which he can shift 
readily, he will wisely choose the first 
alternative. If he cannot make such 
shifts, he is usually better off finan
cially to choose the second. Seldom 
can he afford to elect the third course, 
unless he can find profitable employ
ment for his labor and capital outside 
of agriculture. 

To discontinue production merely 

Table 1. Cost of Producing an Acre of Winter Wheat, 1937-38 

Man Labor, 10112 hours at 20 cents ................................................... . 

Horse Work, 14V2 hours at 12V2 cents 

Tractor use, 2114 hours at 60 cents ............................ . 

Seed, 1 bush~!· at $1.12 ...................................... . 

Twine, 1.6 pounds at 8 cents ................................................... .. 

Threshing, 13.3 bushels at 5 cents ............................................. . 

Manure ....... 

Machinery 

Land Charge ........................................ .. 

Total . 

Yield per acre, bushel .. 

Cost per bushel 

Total costs 

$2.10 

1.81 

1.35 

1.12 

.13 

.67 

1.27 

1.05 

3.50 

$13.00 

13.3 

.98 

Direct costs 

$ .90 

(1.02) 

.74 

(1.12) 

.13 

.67 

( .37) 

.30 

1.14 

$6.39 

13.3 

.48 
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robs the farmer and his family of a 
job and a use for their land, equip
ment, and livestock. The manufac
turer, on the other hand, whose largest 
items of cost are wages, salaries, and 
raw materials, is much more likely to 
cut down production in periods of de
clining prices. He will reduce or dis
continue his purchase of raw materials, 
lay off employees, pass up dividends, 
and await higher prices before resum
ing normal production. The farmer 
cannot discharge himself and his fam
ily, nor can he afford to allow his 
capital to remain idle as long as it can 
be made to earn even a meager return. 
This is a fundamental and significant 
difference between the responses of the 
farmer and the manufacturer to price 
declines. 

In periods of falling prices, the in
dustrial worker suffers more from un
employment than from reduced rates 
of pay. The farmer, on the other hand, 
has even fuller employment during 
such periods since he attempts to sub
stitute his own labor for other factors 
of production formerly purchased. He 
takes his major adjustment in the 
form of a reduced rate of return for 
his own services. 

Fixed Investments Are Large 

Most of the farmer's capital is tied 
up in relatively fixed investments, 
many of which have little alternative 
use. According to the 1930 Federal 
Census for Minnesota, the farmer's in
vestment in real estate, implements 
and machinery, and livestock was dis
tributed as follows: land, 55.7 per cent; 
buildings, 25.7 per cent; implements 
and machinery, 7.0 per cent; and live
stock, 11.6 per cent. There is little use 

outside of agriculture for property of 
this type, and, except for the livestock, 
it cannot be liquidated readily. 

Regardless of what may be the cost 
of the fixed investments, once they are 
made, their value is determined largely 
by what they can be made to earn in 
agricultural production. A factory 
might be shifted from the production of 
wagons to automobiles and trucks at 
a comparatively small cost. A livery 
stable might be converted into a ga
rage. An office building might be made 
to serve equally well a wide variety of 
industries and professions. But only 
a limited amount of farm land can be 
turned into golf courses, recreational 
fields, and other nonfarming uses. 

Once a substantial farm building is 
erected, it can be used for little else 
than farm production. Its salvage value 
is small. Its original cost bears little 
relation to the price of the products 
to which it contributes. Other farmers, 
by low prices, may be discouraged 
from erecting similar buildings and 
thus eventually production may be cur
tailed sufficiently to increase price, but 
that is a slow process. Many farm 
buildings last 50 years-more than the 
lifetime of one generation of farmers. 
Most farm implements last from 10 to 
15 years and their resale value, as com
pared with the purchase price, is 
usually low. The cost of machinery, 
therefore, has only a limited relation 
to price. The cost of land improve
ments, such as clearing and drainage, 
can affect the supply, and hence the 
price of the products of the land, only 
by discouraging other farmers from 
making similar investments. Such im
provements may even decrease the 
value of the land for alternative non
farming uses. 
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Biological Nature of Farm Production 
Prevents Quick Shifts 

Farm production deals with living 
processes, and the production cycle 
may involve a considerable period of 
time. In the illustration of wheat 
costs in table 1, the price of wheat at 
seeding time was $1.04. This is 6 cents 
more than the cost as computed in 
table 1. By harvest time, the price 
had fallen to 56 cents. The production 
process could not have been stopped 
after seeding to await a more favorable 
price situation. Nature's processes can
not be started and stopped at will like 
the assembling line in an automobile 
plant. The cost of harvesting the crop 
in the case cited was 21 cents a bushel, 
only 13 cents of which represented cash 
outlay. The individual farmer's loss 
would be less if he could get anything 
more than 21 cents, or even more than 
13 cents, than if he abandoned the 
crop because the price was insufficient 
to pay all production costs. 

The dairy farmer in the fall of 1929, 
when the price of butter began a long 
continued decline, had on hand not 
only his milking herd but also heifer 
calves, yearlings, and two-year-olds. 
He could not turn a switch and stop 
production at that point. The only 
thing to do was to feed out his heifers, 
breed them, and add them to the milk
ing herd. To do that meant a smaller 
loss than he would have incurred had 
he sold his stock. It takes years of 
breeding and selection to develop a 
high-producing herd. To sacrifice the 
progress of such years of effort would 
only be justified on the assumption 
that dairy production would continue 
unprofitable for years to come. Even in 
that case, he would have to find an 
alternative use for his labor and for 

his capital invested in buildings and 
equipment, or he might incur further 
loss. 

Many Farm Costs Are Fixed 

A large share of the cash outlays 
in farming is for relatively fixed items 
such as taxes, interest and principal 
payments, and insurance. These call 
for a definite cash payment each year. 
When prices fall, the farmer is forced 
to produce more goods in order to have 
sufficient income to meet these fixed 
obligations. These charges change little 
with the volume of production and re
spond slowly, if at all, to changes in 
the general price level. This fact alone 
accounts for much of the farmer's in
ability to cut down production in re
sponse to declining prices. 

Costs Vary Greatly from 
Farm to Farm 

The cost of producing farm products 
varies widely among different pro
ducers, even in the same locality where 
weather, soil, and price conditions are 
fairly uniform. Some crop-cost figures 
obtained from a group of 20 farmers 
in Winona County in 1940 illustrate this 
point. These are shown in table 2. 

These farms are all in the same 
county and fairly comparable in soil 
type. Similar differences in costs are 
found in all farm-cost studies. Some of 
these variations result from differences 
in the physical environment but a con
siderable part result from variation in 
degree of success with which different 
farmers combine the cost elements. 
Differences in the share of these costs 
which represent direct cash outlay are 
also great. Some farmers hire no 
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Table 2. Variations in Production Costs, Winona County. 1940• 

Cost per unit 
Unit 

Average High Low 

dollars dollars dollars 

Corn, husked ....................................................................................................... .. bushel .28 .48 .20 
Oats ................................................................................................................................. . bushel .26 .36 .18 
Barley ............................................................................................................... . bushel .37 .67 .24 
Winter wheal ....................................................................................................... .. bushel .55 .78 .36 
Flax .............................................................................................................................. .. bushel 1.35 7.78 .81 
Alfalfa ............................................................................................................................ .. ton 5.11 10.07 2.77 
Clover and timothy ...................................................................................... . ton 7.24 13.06 4.75 
Timothy ......................................................................................................................... .. ton 8.46 12.95 5.07 
Corn silage ........................................................................................................... .. ton 2.05 3.41 1 1.51 

• Engene, S. A., Pond., G. A .. Anderson, A. W., and Wetherill, F. E. Crop Production Costs in 
Winona County, Minnesota, 1940. Mimeographed Report No. 119. Div. of Agr. Econ., Minn. Agr. 
Expt. Sta. 

labor, whereas others may hire a major 
portion of it. Some farmers own their 
land and equipment free of indebted
ness and no current cash outlay other 
than taxes is involved in its use. Others 
may pay cash rent for their land or 
may have mortgages on the land and 
equipment that necessitate interest and 
principal payments. These must be met 
currently if the farmer is to continue 
in production. This variability of farm 
costs is one reason why farmers do not 
respond uniformly to price changes. 

Uncertainty as to Future 
Slows Up Adjustment 

Much of the lag in the farmer's ad
justments to price changes is due to his 
lack of information as to future prices. 
Even with the outlook information 
now available, it is impossible to judge 
the future accurately. Uncertainty as 
to future prices, both of farm products 
and of production goods, causes the 
farmer to make major adjustments 
slowly and cautiously. This is a very 
important factor in a business such as 
farming in which so large a part of 
the investment is relatively fixed. The 

price of dairy products ten or twenty 
or thirty years hence may be more 
important than the present price in 
determining the wisdom of an invest
ment in a dairy barn. 

The biological nature of farm pro
duction makes it necessary for the 
farmer to consider future rather than 
present prices. Few crops can be har
vested in less than three months from 
seeding time, others may require six, 
eight, or ten months, and still others, 
such as tree fruits, may not complete 
their production cycle in less than fifty 
years. Livestock production likewise 
involves a period of waiting for returns 
from the investment. It is at least six 
months from the time the eggs are set 
until the pullets start to lay. The dairy
man must wait three years from the 
time he decides to increase his herd 
or to provide replacements until he can 
hope to have a heifer freshen into the 
herd. It is the price of dairy products 
three to ten years hence that determines 
the wisdom of his decision. This wait
ing period between seed time and har
vest, fixed by nature and relatively 
inflexible, discourages prompt response 
in production to present prices. 
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With the future uncertain, the farmer 
often prefers to continue his present 
production, even though the price is 
insufficient to cover direct costs, in the 
hope that the existing situation is 
merely temporary and in fear lest by 
the time he can get some alternative 
product on the market, prices may 
change so as to rob the product of its 
present advantage. 

Exact Costs Are Difficult to Compute 

Most of the factors of production 
used in farming contribute to more 
than one line of production. The same 
labor force may be distributed over all 
lines of production. The same power 
supply contributes to the production of 
all crops and livestock. The same till
age machinery is used to prepare the 
seedbed for all crops. The same har
vesting machinery serves all grain 
crops. The same hauling equipment is 
used for transporting all farm products. 
Various crops are grown on the same 
land. One crop may contribute to the 
production of another. Livestock may 
convert into marketable products cer
tain crops or crop products that would 
not otherwise be salable. One class of 
livestock may use the by-products of 
another. To drop one of these crops 
or one class of livestock might handi
cap the production of another. The 
farm business is so complicated that to 
disturb one element may reflect un
favorably on returns from all others. 

Furthermore, the joint nature of 
farm costs makes it difficult to com
pute exact and significant costs for 
each farm product. For example, if 
costs are allocated to the corn and oat 
crops on the basis of labor and ma
terials used for each, charged at the 

same rates, the corn crop may appear 
profitable and the oat crop unprofit
able. On the other hand, all the ma
chinery used in preparing the seedbed 
for corn would be needed even if no 
oats were grown. Again, the acreage 
of corn is limited by the amount of 
power and labor available. The work 
on oats may be done at a time when 
corn does not need attention and hence 
may provide fuller employment for 
this labor at little or no extra expense. 

The maintenance of corn yields may 
necessitate a rotation including a leg
ume hay or pasture crop. Further
more, these legumes may be needed 
to supplement the corn in a feeding 
system that offers the most profitable 
use of the corn crop. Oats may be 
seeded with the legume as a com
panion crop and thus bring in some 
additional return from the land the 
year the legume is seeded. Even 
though a uniform allocation of costs 
may show that the cost of oat produc
tion exceeds the price, the net income 
of the farm as a whole may be in
creased by including some oats in the 
rotation. It is, of course, possible that 
some crops, such as barley or flax, 
might be substituted for the oats and 
add more to the income of the farm 
than would oats. These joint costs 
are characteristic of farm production. 
They are extremely hard to measure, 
and make it especially difficult to com
pute production costs that may be used 
safely in cost-price comparisons. 

Individual Farm Adjustments 
Too Small to Affect Market 

~osts affect prices only as they af
fect supply. There were 197,351 in
dividual farm units in Minnesota in 
1940. The average size was 165 acres. 
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Thirty-three per cent of these farms 
were less than 100 acres in size, 67 per 
cent less than 175 acres, and only 2 
per cent exceeded 500 acres. 1[ost of 
them produced many different prod
ucts. The output of the average farm 
is too small by itself to have any ap
preciable effect on the market. Hence 
the individual farmer lacks the in
centive felt by many large manufac
turers to curtail production in order 
to maintain prices. 

Summary 

This list of the characteristics of 
farm costs and the problems involved 
in their computation is by no means 
complete. The facts presented should, 
however, be sufficient to explain why 
farm production responds so slowly to 
cost-of-production-price relationships. 
They show also some of the difficulties 
involved in attempting to arrive at 
cost figures that might serve satisfac
torily as a basis for price-fixing. There 
are many joint costs that cannot be al-

located satisfactorily and accurately 
to specific products but that are essen
tial to the operation of the farm. 

1[any of the important cost elements 
do not involve a direct cash outlay. 
Their significance as cost elements, i.e., 
as "resistances to production," vary 
between different producers and at dif
ferent times. Some of them have a 
direct alternative use value which 
may serve as a basis for a cost charge, 
but others, such as the part-time labor 
of women or of children attending 
school, may have no such alternative 
employment and hence no basis for 
inclusion in the cost statement. 

Furthermore, costs are highly vari
able between farms, between differ
ent sections of a state, and between 
states. 

It is, therefore, extremely difficult, 
if not impossible, to compute the cost 
of producing any single product as a 
basis for price-fixing that will reflect 
accurately and generally the "resist
ances" to the production of that prod
uct. 
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