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FOREW

The Unemployment and’Underemployment Institute was created to coordinate all
international economic development activities of the 211(d) grant .at Southern
University,

In 1972, the Agency for International Development (AID) approved a five year
grant to Southern University to strengthen and increase its capacity in economic/
agricultural economics to enhance Southern's capabilities to contribute to the
resolution of problems of rural unemp loyment and underemployment in developing
countries.

The general objectives of the Institute are (a) to develop and coordinate the
activities of the University for greater participation in international economic
development programs; (b) to make available the capacities and expertise thus de-
veloped to public and private agenvies involved in industrial development programs;
and (c) to conduct research, seminars, and workshops on domestic and internatiomal
development problems including cooperatives, manpower utilization, small farmers,
housing, population, nutrition, leadership training, and community development.

In keeping with objective (), the University supports several faculty members
working towards advanced degrees in the area of economic development and related
disciplines, supports undergraduate scholarships to foreign and U. S. natiomals in
the Department of Agricultural Economics and Economics, provides tkavel to profess-
ional seminars for faculty, foreign exposure to development experiences, and -
special training on techniques of program design and evaluation.

In keeping with objective (b),. the Institute sponsors an International Develop-
ment Seminar Series, Student~-Faculty & Staff Seminar Series, and hosts foreign -
individuals and groups interested in economic development programs at Southern
University.

Results of research projects consistent with the objectives of this program are
published under the Institute's Faculty-Staff Research Paper Series. Papers publish-
ed under this series reflects the diversity of interests and specialties of our
faculty and staff.

The above activities of the Institute demonstrate the capacities and expertise
of Southern University developed through the 211(d) program. As a result of the
211(d) grant, the Unemployment~Underemp loyment Institute at Southern University is
in a position to offer expert and technical personnel to private and public agencies
involved in international economic development programs. -

T. T. Williams
Director






“IMPACT; OF -A: LARGE,, ; SCALE..COOPERATE-TYPE, FARM
ON SMALL AND INTERMEDIATE FARM PIRM*

BY
LEROY. DAVIS**

The alm of thzs paper is to delineate some of the significant

_X,f

consequences of a large farm on small and immediate size farms in

| ia g:wen communlty. The 1mpact is stated in rather general temms
because t‘he specific consequences can not be determined a pr1or1ty,

“that is, before on site investigation and collection of data
relative to the.particular aspects of the community or communities
where the large firm will be located. The near-by communities will
also-be-affected to some degree by the large firm, In the first
sections ef: :this paper the general setting and background of the
farm sector subject to corporate type farms is delineated. Later
sections: deal with more specific consequences and impact. A set

of assumptions are made; and inferences are drawn based on the

assumptions. and economic theory.

mPaper .prepared. for. The: Emergency. Land Fund, . Atlanta, Georgia
May 30, 1975
**Leroy Davis is Assisten% lBrofessor and Chalrman ’ Department
kiy of» Agmcultural Bconomics oy Southern University, Baton Rouge »; LA



N ‘,'2".‘

e

'l'h development “of 6, 000 acres "of farm will have a tremendous

impact on ‘8 fum community. Its initial impact could be folt by

var:l.ous subjects :th“"":‘:’omuunit "":including other farms (small

medium, and large), ‘credit institutions, mstitutions supply:.ng

farm services and supply. the transportation system and ‘.local
markets. & Numerous factors will come 1nto play relative to the

- extent and magnitude of the impact of this non-normalf un:;t.”l Such
factors are 1nherent 1n the farmmg comnnmity itself Bach connmmity
: fhas 1ts own peculiarities. ) Therefore, a detailed description of

the recipient commurity would enchance the accuracy of the pro;ected

-effects of a large_scale farm firm,

‘Dis-Equilibriam

"'A'6;000 acre Farm would cause a serious disturbance in most
any farming area in the world. There are few exceptions. One
exception is the'cattle and sheep producing area of Australia;
wheTé one'million”atres-are-not uncommon. Certain areas of Texas
may be'able“to  absorba-large unit of the cammon type without
severe consequences. But for most farming areas the-.average size
farm.is well under 1,000 acres. Some adjustments in the organization
and structure of the existing community would be necessary for a
movement toward equilibrium. It must be pointed out that farm
‘comminities’ generdl ly, in-the United Stdtes:are in a -comparative

,?s!tateof. equ111br1um.v) 'l'hat 1s, very few changes are taking place.

. 'I‘hertchanges thbts ave’ occurring are: long term and gradual. : Presently

E we. note.-a gradual decline in the mumber of farms, some shifting in

- the ‘location ‘o'fj*production,,mod'erate" ‘increases in farm size. and a
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raxher constant increase in famm output. Such changes are constant

and the farm communities have adjusted to the changing conditions.

Such changes are expected to continue in the foreseeable future.‘
The new large farm will create a disturbance in the pa351ve

system. This firm will compete for the limited resources of the

community. The firm will affect the demand and price of land.

It W111 compete for credit in the local financial market. It

will compete for supplies and farm implements. It may flood local

markets with supplies, 1f the bulk of its products are marketed

in the surrounding area. The ramification of these adjustments are

discussed in'more:detail in succeeding sections of this paper.

The Parm ‘Conimini. ty

- The effect of a large farm unit entry into a'farm community
will be determined in part by the characteristics of the. commmity
itself. 1In order to delineate the potential effect, it is
necessary to characterize how farm communities differ. Farms are
defined by theVproduction and marketing areas. Here we will ignore
the legal boundaries such as county lines and state lines. This is
done because production and marketing areas often do transcend legal
boundaries.

The. production area is limited by the physical .and biological
characteristics:inherent in nature. vsoiiland weather conditions
are the factors, that' :deteimine. tiic type or. types of crops: produced -
in the.region, which ihas :been . defined .as.a: farm: scommunity, -:In: ‘many

. sectionsaof this? country a veriety of crops .and’ livestock enterprises
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can be produced However, 1t can be safely said‘ hat”the total

5 LR ""’\4\

‘possible number of crops that can be:produced in fgiven amea“is

nevor exhausted.l Bven though manyhcrops'and‘enterprises may be

¥ vt

produced some strive better than others 1n different regions.
This leads to specializatlon of production. The phenomena is
referred by economlst as the 1aw of comparative advantage, which

has been known for qurte some time.‘ The speclalization occurs,

! . N

among countries, states or prov1nces w1th1n countries, and sections
w1th1n the state themselves. 8pec1a112at10n of crop and 11vestock

production has been 1ncrea51ng 1n the south and southeastern parts

of the Unlted States in recent years. This movement toward further
speciaiia;tion is apt to continue for some time in the future, if
trends in profit margins and competition persist.
+/Both:physical:-and"economic factors determine the extent of a
market:rarea;: The area‘is- a-geographical space of a varying size
over which :farm products-are-exchanged.  Specific factors limiting
the magnitiide of ‘the market.area are the demand for the product, the
transportation system. and:the:physical’-location of theproducer. '
CThisdIistsisinotsmeantrtoebeféxhaustive; the more ‘significant
ifactorséaretcited heret)anarketiareaSEareﬁinseparate1y~tied*to ‘
production areas. When local supply (production) exceeds local
demand; ‘the excess :supply::(production) ‘mustcbe: marketed:outside
thexIOcalﬁarea;r«Thus,zthe?marketuareaiisﬁ in-effect;,determined
by:lo¢al:demand and:-access.to:other markets: This'leads to the
4_‘1;ﬁr‘';,i:‘ufs;‘ic)‘.r-t:ai’:;t.cin’::syste.m‘z.whi'ch‘-;-pla.ys:;ta?"-js",ig'nif:tcun‘t!—’ro‘:l‘e‘'in*ff-einflu-‘?5

ﬁencinﬁ3thegextentﬁofﬁthe?marketingﬁarea; éFirms?and&idcaiitiesi
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having" access’ t6 aEficiont Tow cost transportation have &’ definite’’
advaﬁiagé““iﬁ"'is“}%*&ifétibﬁ‘ and marketing' farm products, Low €ost’ «
produéiﬁé’Qieééi‘ﬂﬁéftﬁhié.ah'é?fféieﬁi market system to fully
realizé the ecoromies of compardtive advantage. Low cost trai-
sportdti&ﬁ‘eifsts usually in areas where competition among the
diffgrent.mode‘of trﬂﬁéportdtibn is intense. A highly competitive
transportation System exists in the midwest where corn and soybean
have reidtive'advantage over other crops. Shippers of corn and
soybean havéJaCcéﬁs to rail, truck and water transportation. In
the last décédefséveral'new, more efficient (less costly) inno-
vations have come forth. Physical location of the producing area

is of gfeat’impdrténce. That is, the location of the production
area with respect to market outlets. For instance, fruits grown

in Florida have a locational advantage over fruits emanating from
California because Florida is located closer to the heavily populated
areas along the eastern seaboard. - However, California fruits fair
relatively well because of blanket transportation rates that have
been iﬁpléﬁénfed to enhance the competitive position. Producing areas
which haveé access to several market outlets have an advantage over
aréés'wﬁéfé”only one or two market alternatives are available.

Grain élevators ‘in’ I1linois with larger mumbers of available markeéts
and ‘'modes ‘of transpoit’ consistently offered higher prices “to‘farmers

£6¥"'grain "sold 'at local sites:

Corporate Farm

g e e




; apita‘l ifntensive s | amd max be vertically i‘ntergrated.‘ Theﬂ
large ﬂms are, able to. take ad'vantage of the economies of size
available in farming. The. lower product:.on costs associated w1th
large production are a result of greater utilization of capital

for ‘, abor,. better, use. of. physical caprtal inputs (machinery,

‘eq'.i%men?-e::Jzyalsl.;nsa .ete.), purchasing iz bulk at lower per unit
co_st ’:8 hetter;.-ipargaipli_ng position in ;;inark\eting pr_oduct_s:,' Tandl _better
managemegt,l,‘of_ marketing activities. Large ‘corporate farm firms

have ";th,e.%pahagejgept__shill_s,‘zand :technique to stay ‘abreast:‘:pl;i.th
current .and i;past market 'condit'ions.. , :I'heir knowledge of ‘the 'markets
enable them to sell when Pprices are favorable, hedge aga:mst risk
of prJ.ce change - or even speculate to earn addltlonal profits on the
purchase and sale of farm commodities.

o+:714L8F g0 £irms usually have the resources and skills to produce
seyeral crop and livestock enterprises. A combination of enter-
Pnses is chosen to maximize the profits from the firm's operation.
:The ;amount. and type ,of enterprise will vary among time periods,
‘depending .on relative. prices -of inputs and .oﬁtput.s (factors of
production and products). This. technique is usually computerized
and perforned by state ‘universities or other agencies associated
with farning. . By producing. several enterprises some Jnsuvance is
.created. against ,losse’s. due. to weather, rdiseases ;and fall’ing..output-,
:prices. Total agricultural production ‘has remained relat:we constant

from ,year-to-year, but total -output - of 1nd1v1dua1 crops w111 vary

because "'of adverse b1010gica1 and physical g‘;cond:l.tions. 'I'he
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effect -of weather, . .diseases, .and insects will not be_the. same,fer
all.type of enterprises.. Thus, causing damage 9t._§1£f¢¥9étz._49§?99s
andron:different;e;epsgand;;;Vestock. In effect, leaving ihe fafmea
insaredaagainst total or complete.loss.

Capital-labpr.spbstitution has been eeen:ting in the_American
farm sector for more than a century. This subseitution has in a
large degree been responsible for the rapid rise in labor proqnctmvity.
Large farm units have been more successful in substituting relatinely
low cost cap;tal for relatively high cost labor. Small farms have
been subject to higher per unit cost of production due to the in-
ability to substitute capital for labor at sufficient rates to
compete with large farms. The rising labor productivity has lead to
increases in total farm output and therefore falling product prices.

The vertically intergrated farm firm retains owne:ship of the
raweproduceuthrough more than one production stage. It is at the
latter,productien,stages.that the productibecomes_more yaluable.

Such firms(incmeasebtheir profits as well as enhance their relative
competitive positions. Small firms are lacking in capital and
technical; skills and. are unable to do more than primary for |

production. (raw products).

Effect bxi"émé"i‘r and ”’fhtéri‘ii’eai%t’é‘ Farms'

In order to systematlcally out11ne the effects of a lhrge

Hi’

scale f1rm on sma11 and 1ntermed1ate firms ina’ g1ven community

'3['1;, ~,i" s
a set of 1 necessary assumptlons are made. The assumptlons are




ésize fi’rms » (2) farming is the major industry“in the area. (3) a*

la’_‘ e proportion of the xisting firms are mefficient" (4) there

exist"‘no effective organization for collective act:lon by the smal]

'firms » and (5) land must be acquired by the incommg large, that

is the vland“must be purchased ‘leased; ete. Under this seti 6f
asamnptions the impact of a large corporate fann will be felt in
the’ followmg categories.

~1 Demand for land and land ‘Valies'

2. Purchased 1nputs

”‘3‘.‘ " :a'nsportation system

4‘ Product przces '

5. “farm services |

6. "Labor market

7. Pinancial masket

Demand for Iand and 1and values=-5The incoming ‘firm ‘will “enter

‘the land market to’ acquire ‘the” necessary 1and‘to" ‘organize ‘the farm.
Sincé there is very little land“available for' farmng that is not in
. use, prices of land w111 be b1d higher to ‘attract- “the' 'necessary "
.quantity and ‘quahty; ' Th"e‘.'high’e'r"price's'"'?of‘"land"‘would‘ benefit the'
:land owners, but 4wou1d adversely affect farmers Who try to expand:®

#ia -*purcha's'e acQuis;itio'n. If the__ inc

g‘ firm decided to leas the

,1and, land rents may be b1d hlgher. Inefficient small fa:rm operators

‘may :Eind _1t‘more advantageous to 1ease their farm rather than continue

.and earn h:tgher rate returns in some mvestment opportunities.
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Productionucosts will»also rise because thenpricelof-the‘input-land

has incr ased.‘lln facti' nvestments ineland by large non-farm

corporations have increasedhthe price of ‘land :in recent . -years. ...These
firmsfhave beenpattracted togferm :1and investment . because .of. the
tax 1ncentives.

. ’JPurchased inputs---The ‘new:: firm 's;-entry will also be.felt in.

the purchased 1nput market. It will increase :the demandmandgdrive3
prices upward IncreaseSninvoutput_do;not ordinarily come without.
ﬁ“increases‘in'purchased'inputs; Large farms. tend.to use greater.
quanities of;such inputs than- small- farms;because large.firms, are
more capital intenst.f»Inputs such; as feed, seed,’ fertilizer, and. .
farm machineryjand 1uplement W111 show some increase in demand in .
thewlocal marhet. The smaller farms will. experience a; disadvantage
at higher pr;ces of these 1nputs. *The farm, sector. has;shown. some .
shortageSJofmsupplies:1n;ther1ast5tuo~years.ﬁ;Shortagesvof;fertili;er
have%particuiarlyqaffectedvtheusupply:of#farmproducts..

Transportation system---If. the: large firm: increases :the. quantity

ofxproduct10n~in the local area, .the- transportation network :will be
affected The effect will. be anaincrease An the demand for trans-

portation serv1ces in the form of more trucks,;railroad cars ;Or

barges. During thetharvesting seasonashortages of:t~ o

able ‘to. utilize volume rates.
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Produét 'pricés--iAgricultural produéers ‘are price takers.:

“This is"éspecially trie on an individual basis. The individual.
f?famer ‘acting alone will have little or no influence on prlces
of products..-_ 'I‘he farm sector approximates the perfectly competitwe

market thh many buyers, many sellers. and a homogeneous’ product.‘

._The *situation_v‘stated above would approach the perfect market‘fmodel.

rproduction or 'other products consumed locally, the prices may be

_', affected by".’th':.s firm if. 1t supplles a major proportion of the
ﬁ,products sold. In many cases only the low quallty vegetables are:;
marketed 1n the producing area. Wlth durable products such as corn

yite

vand ~cotton, the large producers W111 have less effect because the i

products are sold for consumptlon m areas other than local :markets.

"Studies have shewn that surplus producmg .areas cons1stent1y <have

f*lower pr1ces than deflcit prcsducmg areas.

i Some buyers ‘of - farm products ulll offer h1gher prlces ito large

fJ.rms because of their ab111ty te provide ’the quant:.ty ‘and. quality
des:Lred in- the de51red time peri.od

A Fam Sewlces---Large fam firms,uty.lize farm *services to

Algreater extents than do: small flrms 'l'hese semces are pr ‘kfi:lded

'_‘by both publ1c and private mst1tut1ons "“'l'he services includ:'



http:prices.in

lhb;’flfaz?fg“ér%’fai?m‘fgﬁll"”fc's;ee:k??:‘outzgthfe:-:servicest’of these units.: The
“‘a"g‘_e“ii‘c*iéé%‘;%b“?szaiiiéfaeéfejg‘afav‘@r%:tha:,1qf§er.,fam-;qperat‘m-_lseieausps
the' chdnces ‘ﬁjfoi‘?f’si@ifiedtitfemltsr.farez:‘ greater: than-with:small
operators . Nometheless , thisworks:to ‘theadvantage of ;large, -
scale producers .

Labor market---'l‘he effect of a large farm on the local

b S R R T ;,@_* J .“fr, .rxi I :

market may be undesirable. 'I‘his is true because large farms

SERRIT Ju EXUEE T

tend to use less labor rather than more labor. Remember, small |
farms are Jmore labor rnten51ve. Our studies show that the
incidence of poverty is greater in areas with high concentratlon
of large farms.’ The inefficibent sma11 farmer may laase or sell
his land and continue to reside m the rural area and become
seasonally or totally unemployed Unemployment will definitely
‘increase ualess out-migration occurs.;or additional jobs are |

created by other industries.

Financial market---Money capital is needed for the purchase of

Lt

land and for financing production activities. Farm capital usually

comes from local or surrounding f1nancia1 markets. Fmancial

uf
140 PRI vy

institutions are, for the most part, limited in the size area where

E) B
WY R ER TN D R%is : SELT e

loans can be made. 'I'he market area is usually well delineated and
YL TG - G

very little ,overlappmg occurs ,' that 1s, banks and federal agencies

).\ ¥ .
4 ' Té E b, »-'w-iv i ]

make loans to farmers only wrthin a certam radius of their location.

, ; -’ T 3 i
il s &; _; : PR ITE]

Hence,‘barring outside sources of money capital, the large firm will

RN

put 2 dditional pressure on local lenders‘ to provide the necessary
.,"'J';. "’f ALl e : 3 ~‘,(}:‘,’ : 7'. RS “ :

e bid up or: the available capital may 'be 'sp»read further among

th roducers ¢~All this works’ to the disadvantage of small operators.p

Adequate .quantities; of‘capitalrare essential to small farm worth as
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S -’tHe“survi\r,el? ’l‘he :fermseetor ‘thas: been exper,ienoing sﬁortages
'oi:’ coapita’l‘d.n trdcent )zem :'l‘he shortages have eoccmed because “of

‘the ?lowg:etums' 2O investment in ‘.the Farm: »sector, increase Juse, :0f;,

s‘\

5 purchase %inputs mndmsing *anut mices.

¥ In_gratmn (of Large and Sue1l Fl?ams '

Whether *the development «of a':large ;farm J.ocated in a cozmmm:.ty
| dommated 'by' smail:l fa:m qperators wllfl ‘heneflt or \det:riment the
~"sma11 farm will depend :m ‘a ”large part :on ,the object.wes of the
\incomng la:rge -fi:rm. 'There :are some -possible mutual benefits if

such Abenefrts -are actively sort by rorge:uzers of the large farm.

The ‘objectives of this institutlon should ‘be clearly def:med and

aﬂhered :to. :I:E ‘the lnge :E:mn sets a,polmv of ,peaceful coenstence

’.»,-

and mutual ‘sm'v:.val, tthen *th:ls ds :reasonably ;poss1b1e. But J.'f its
-0bj: ectlves are 'to &r:r.ve out ;the small land xholder via "hirgher‘pﬁt:es
_of 1and Land other mputs,, this is dlso possible with adequate

amounts of cap::tal

The::e m:e certam 'a::eas ~where a .large unit can benef:.t ‘the

|~»,

zsmall Operators. For ':ms'tance, 11: 1nay act -as a i abor y or

st

«expemmental tmrt *to cdemonstrate mew :technolog;.es,, ew 'techmques >

S e

and \new more advance mnggenal know how. ~Such a flrm :could hold

%
"‘v o

‘small; fu'ms purchas:mg :mputs,, .by 'purchasrng dn bu“lk end :resellmg

Ato .small farms at costs. It could buy gcomodit:n.es froun :Earms that

.,s, 'F‘ s . ; H . Ve

J.S., actmg as @ *marketing cooperatlve and passing on the benef:l.ts ‘to

-small fa:rms It \r.ou‘ld provide custem serv,tces 'to ‘the mnall operator,

;»‘. 5 sy

*l:hus reducimz ythe .cmves:ment i'n p'lnm scale machi;nery 'm]d reducing
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the indivisibilities in inputs. This is a popular. and profitable
operation. 'The number of custom service units have ihcreased in
the pastkfbw years. The large firm could be an incentive for the
small firm to incréase its size and operate more efficiently. The
influence of the large firm must be initiated by the large firm
itself. Farmers aie traditionally very independent and self
sufficieht. This is especially true of small farm operators.

The imposing time constraint limits further elaboration on

this topic.
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