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IMPACTOF ,' LARGEi SCALE. COOPERATE-TYPE, FARM 
ON'SMAL AND"!INTERMEDIATE FARM PUNM* 

BY 
LEROY, DAVIS** 

The aim of this paper is to delineate some of the significant 

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

a given community. The impact is stated in rather general terms 

because the specific consequences can not be determined a priority, 

that is, before on site investigation and collection of data
 

relative to the.particular aspects of the community or conmunities
 

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 of. 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. 

?,Paper- prepared for, The:. Emergency. Land Fund,, Atlanta, Georgia 
May 30, 1975 

Leroy Davis is Assistant Professor and Chairman ' Department
Q of*.Agriculturalr. :Economics:, Southern Univers ty,,Baton. Rouge ,..LA., 



Th'development of 6,000 acres of farm-will have a tremendous
 

impact on 'a f1i community. Its initial impact could be felt by 

various of, h co nsbjectsity' including otherifarms Csmal , 

medium, and large), credit institutions, institutions supplying 

farm services and supply, the Itransportation system and local 

markets. Numerous factors will come into play relative to the
 

extent-and magnitude of the impact of this non-normal unit. Such 

factors are inherent in the farming commmity. itself. Each community 

has its own peculiarities. Therefore, a detailed description of 

the recipient community would enchance the accuracy of the projected 

effects of a large scale farm firm. 

"Dit'Equilibia~ 

A:6,000 acre farm would cause a seriousdisturbance in most 

any farming area in the world. There are few exceptions. One 

exception is'-thecattle and'sheep producing area of Australia; 

where onemAillion acres are not uncommon. Certain areas of Texas
 

may beableto absorb a-large',unit of the common type without
 

.severeconsequences. 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. Itmust be pointed out that farm
 

cbkmUnitiles generally, in the6'Unfited States are - in:a comparative 

state of equilibrium. That is,very few changes are taking place. 

TheI hangs tbk& are occurring are long term; and.gradual. Presently 

we note-a gradual decline in the number of farms, some shifting in 

the location of production, moderate increases in farm size. and a 



rather constant increase in farm 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 passive 
system. This firm will compete for the limited resources of the
 
community. 
The firm will affect the demand and price of land.
 
Itwill compete for credit in the local financial market. It
 
will compete for supplies and farm implements. Itmay flood local
 
markets with supplies, if the bulk of its products are marketed
 
inthe surrounding area. The ramification of these adjustments are
 
discussed inmore detail insucceeding sections of this paper.
 

The FarmComiunity 

The effect of a large farm unit entry into a 
farm community
 
will be determined in part by the characteristics of the.comunity
 
itself. 
In order to delineate the potential effect, it is
 
necessary to characterize how farm communities differ. 
Farms are
 
defined by the production 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 innature. 
Soil and weather conditions
 
are the factors that detenine th type or ,types of crops produced
in the~itregif whichhas .been defined a fam comunity. -,In many 

section o. country-tls 'a varietof crop- and" livestock enterprises 
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can .beproduced However, it can be:safely-said-that the total, 

possible numberof crops that can 1Ve produced inagiiven area is,. 

never exhausted. Even though many crops and enterprises may .be 

produced, some strive better than others in different regions, 

This leads to specialization of production. The phenomena is 

referred by economists as the law of comparative advantage, which 

has been known for quite some time. The specialization occurs 

among countries, states or provinces within countries, and sections 

within the state themselves. Specialization of crop and livestock 

production has been increasing in the south and southeastern parts 

of the United States in recent years. This movement toward further 

specialization is apt to continue for some time in the future, if 

trends inprofit margins and competition persist. 

,Both,.physial,,and economic factors determine the extent of a 

marketcarea. The area: is-a'.geOgraphical space of 'a varying size 

over which 'ifam products)are"exchafiged.: Specific factors limiting 

the ,magnituide of the market-area are' the demand for the product, the 

transportation system.andthe,physical location of the;'producer.
 

(This 4;!list ,is snot ;eant;to ,be,exhaustive; the more'significant 

;factors-pare, cited here) - '.Market areas-are -inseparately tied'to 

production'areas. When local supply (production) exceeds'local
 

demand, -the excess ':supply:(production)'must be, marketed outside 

the :local area. !.Thus,;.the 'market' area: is, in'effect deterined 

bytlocal',,demand and- access to .other markets :-This, leads -to the:.:' 

.trnsportation.system which, plays a.significant 'role in influ '
 

,encng,the ,.-.extent of;the marketing ,area.- Firms- and ocalities 



having access to'efficient low cost tranportation hvei,' d finit 

advantage in production and inarketig"firm prodits. -ow'st 

preas, must have an efficient market system to flly 

realize tie economies of compative advantage. Low cost train­

sportation exists usually in areas where competition among the 
different mode of transportation is intense. 
A highly competitive
 

transportation system exists inthe midwest where corn and soybean
 

have relative advantage over other crops. Shippers of corn and
 

soybean have 'access to rail, truck and water transportation. In
 

the last decade several new, more efficient (less costly) inno­

vations'have come forth. 
Physical location of the producing area
 

isof great 'iportance. That is,the location of the production
 

area With respect to market outlets. For instance, fruits grown
 

inFlorida 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 implemented to enhance the competitive position. Producing areas
 

which have access to several market outlets have an advantage 'over
 

areas where only one or two market alternatives are available.
 

Grai:n levators 'in' Illinois with larger numbers of available markits 

and mode-s of transport consisitently Offered higher prices ,t6 farmer's 

foi',jaiui sold 'at local sites.
 

Corporate Farm" 

TherebhaSg :been a recent ,trend toward large scale farm firms in 
the United States. :These units :.consist .ofseveral thousand acres of 



land, arei usually :diversified .(prodUce :several e'nterprises), are
 

highly-.capit im tensive , 
 mdi,-may,be ve ically intergrated. The 

large firms.:ae .able:,to take advantage of the , economies of size 

availabe in- farming. The, lower production .costs..associated.with 

l'arge. poductionare a.result of greater_ utilization of capital 

for6 laborPbetter use of physical capital -inputs -(machinery, 

equipment,, building, etc.), purchasing it bulk at lower per unit 

cost,,, a better,.bargaining position in marketing products, and better 

management of marketing activities., Large -corporate farm firms 

have -the management, skills, and technique to stay abreast with 

current and past market conditions... Their knowledge of the markets 

enable, them to sell when prices are favorable, hedge against risk 

of price change or even sPeculate to earn additional profits .on the 

purchase and sale offarm commodities 

.Large fins usuall have the resources and skills to produce 
several crop and livestock,enterprises.A ,combination of enter­

prises,is chosen to ,maximizethe profits from the firm's operation. 

The amount ,and type ofenterprise will vary among time ,periods, 

depending on relative. prices of inputs and outputs (factors of 

production and products)., This technique is usually computerized 

and performed ,by state universities ior -other agencies associated 

wiLth ,farming. By producing.several enterprises some insurance is 

created against losses due to weather, diseases and falling output:. 

prices.. Total agricultural production has remained relative constant 

from year-to-year, 'ut. total .output..of individual crops, will!.rvry"L 

c~se and 'pIyscb "The.'of bdv;se 'biolgiCal '"cndfiTns. 
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effect ,of weather:, diseases and insects will not be.the same for 

all, type of,enterprises. Thus, causing damage at different degrees
 

and-on.different crops and livestock. 
In effect,, leaving the farmer
 

insured-,against total or complete.loss.
 

Capital-labor substitution has been occurting in the American
 

farm sector for more than a century. This substitution has in a
 

large degree been responsible for the rapid rise in labor productivity.
 

Large farm units have been more successful in substituting relatively
 

low cost capital 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 ownership of the
 

raw produce through more than one production stage. It is at the
 

latter production stages that the product becomes more valuable.
 

Such firms, increase their 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 ptimary for
 

production (raw products). 

Effect onSmall"and Interediate Farms' 

In order to systematically butline 'the effects- of a iarge . 

scale fim on small and intermediate firms in a given: commznity 

of nasset6 ss assumptioni are"s V6re 'Theassumptions' are 

(1)'the arei consist., of a large'nuer.o 'am eiteredaenalnd 




-'size fifms-. (2) farmijg is the iaj6rind ity-inthe area; (3)alareprortion-f the existing firmsareyineffi ient (4) the'e.: 

xist, nO effective organization for: 'ollectivecion,by'the siual­

firms, and.(5) land must be acquiredby the incoming lage; that 

is the ,landmust be purchased, leased" etc. Underthis set; of 

assumptions the-,impact of a farm wiill belarge corp rate felt:in
 

the following categories:
-

I. Vemand for land and land values, 

2. Purchased inputs 

3. Transportation system 

4. Product prices 

5. Farm services
 

6. Labor market 

7 Finaincial mariet
 

Demand for land and land :v-alues'Th.e i.coi'fiim-will "-enter
 

theland market to acquirhe necessary landto organize "the farm.
 
Since there is very little land available for faming that is not in
 

use, pices of land will be bid ighr to attract the'necessary:
 

quantity and quality. The" higier prices'of 
land would benefit the6
 

land owners, but would h ­adversely affect famers who try to exp'and

via-purchase acquisition. If theincoming firm decided to lease the 

land,,land rents.,maybe bid higher. Inefficient small farm operators 

'may find.it,more,.,advantageous to lease their farm rather than continue 

.to operate. On. the, other hand, if, the firm decides to purchase the 

Iand ,thesesame inefficient farmers may decide to sell their,land 

,andearn 'higherrate returns in some investment opportunities.
 



Production-"*costs will also ,rise beca the prce.f the^Input'and 
has increased,; In"'fact investments in land by large non-farm 

corporations have-,increased:the price ofland in recent years.- These 

fir,mshve:been'attracted to;)far ..land investment because of,, the
 

tax incentives.
 

Puchased: inputs-.--The :new, firm's entry will 
 also be,felt in.. 

the purchased input market. -Itwill increase the demand and drive
 

'prices',upward. Increases in output do. not ordinarily come .withouti
 
,increases, in purchased, inputs. 
 Large 	farms .tend to use greater.,
 
quanities of such inputs than;-small. farms'because, large,.firms, are.
 

more capital intenst.- .Inputs such; as 
 feed, seed, ."fertilizer,,.and,
 

farm machineryand implement' will show 
 some 	 increase in demand in 
.the-local market . -The smaller farms will, experience a-disadvantage 

at higher; ,prices of these inputs. The farm, sector has. shown some, 
shortages ;ofisupplies in the! last two years.,,- Shortages of fertilizer 

have 	particularly affected the suppl Of farm products. 

Transportation system---If the ,large firm increases.the quatity 

offproduction in ;the ;local" area, •.,the ,.transportation network.will be 

affected. ":'The effect, will be-an increase in the ,demand fo ,trans­

portation services in the form of 'more trucks*,4railroad ,cars ,or 

barges ,; During -theharvesting ,season ,shortages of ,transportqunits 

frquently appear. .,Unregulated car'iers b(b.arges).. do . se.and,' 

transport',rate,.during periods. of, large, demand. ad ,shortage . TIs 

usual lywworks to the disadvantage of small :.farmers .and0.losses due 

to.weather damage: do: -cccu, Raliroadsiset i;!ower rates for bulk 
shipment; .'thisJalso, is ininthe;,favor .of~large firms, that :are better-i 

able 	to utilize volume rates. 



P"6di6t pries---'Agricultural producers 'are price takers. 

This istespecially true on an individualbasis. The individual 

farmer acting alone will have little or no influence on prices 

of products." The farm sector approximates the perfectly competitive 

market with manybuyers, many sellers and a homogeneous product. 

The situation stated above 'would approach,,the perfect market. model. 

It shid'b-nted tiat a 'large firm may have a-'strong influence 

on local :markets. It.may depress.I prices.in the local. iarket.,f; ii£.ip-,
 

locatedfin a surplus'producing area. IfUthe firm engages in.,;vegetable 

production o, other products!'consumed;: locally- the prics may: be'-, 

affctdhis'frmifb~ t uppie~amajor proportion of rthe6 

products'sod.' Iln many: cases only thb-lwz-quality vegetables:are:,'4 

marketedin the producing area;. With durable products suchas corn, 

andcotton,the largep~~oducers will have less: effectbecausethe 

products are sold 'fO consution' ina'as other,thah' localmarkets. 

StUdies have shown that, surplus producing ,areas consistently have 

• ovwrprices than defiit: prcdui.A a'-''ea. ',. 

:Some buyes 'of farm prodcits will offer higherjrices :to large 

frms because o their~abilty:to -prvide 'thequantity-'and quality­

desired in the desired 'time petiod, 

''iFarm Srvices---Large 'fami-'firTsitilize -farm serviceS to 

greater extents than do small firms.;". .These:;:iservices 'are provided­
by both public and private institutions.The .services. nclude .- ­'z,
 

technical s,,isistance ffor state universities, state depaftments'., of 
agriculture federa agencies sc n andstatep an. finl 

Sid b m emets and. 

http:prices.in


e lax ger':fam:will seek~outthe: servicescof these.uits. 4The
 

agencies some deree
6 favor the lager 0fa,: operator beause.,
 

th hances forsioificanta reaultsz are. greater than.with. small
 

operators. Nonetheless, 
 this :worksto the advantage ,of;large,,
 

scale producers.
 

Labor market---The effect of a "lage farm 
on the local
 

market my be undesirable. This is true because large farms
 

tend to use less labor rather than more labor. Remember, small 

farms are more labor intensive. Our studies show that the 

incidence of poverty is greater in areas with high concentration
 

of large farms. The inefficient small farmer may lease or sell
 

his land and continue to reside in 
 the rural area and become 

seasonally or totally unemployed. Unemployment will definitely
 

increase unless out-migration occurs.;or additional jobs are
 

created by other industries.
 

Financial market--- Money capital neededis for the purchase of 

land and for financing production activities. Farm capital usually 

comes from local or surrounding financial markets. Financial 

institutions are, for the most part, limited in the size area where
 
loans can be made. The market area is usually well delineated and
 

very little overlapping occurs; that is,banks and federal agencies
 

make loans to farmers only within a certain radius of their location. 

Hence, barring outside sources of money capital, the large firm will 
put additional pressure on local lenders to provide the necessary 

ftds for expansion and production. Interest rates in the local area 
may be bid up; or -the _available capital may be spread"further among 

the producers. ,,iAll this works to the disadvantage of small operators. 

Ad~cquate'. Auntities of ,%capitalare.,essentil to small fr worth ias 



~~~~w~~~~~ell~~~~~~ 1s~~4.r~ha~etrhsben.precn~lortages* Ah'~ 

•of cap t n-ltde years. ,+Theshortages:.haveoccuired becauset of 

the :Aobw eturns on -investment.A: the ifrn,Sectorincrease, use ofY 

.p1urchase#Puts. gnd,j-ing.input rices.. 

Integration df Large land Sme.U Parms 

hether ,he development iof a large afarmlocated -n.a :cmmnity 

dominated ,by:small FErm operators wil enefjt or detriment the 

!small1 Xarm Vill -depend In -a Ilarge part onthe .dbjectives :of the 

incomig l .age,firn. ?There are some -possible mutual benefitis if' 

,such Ibeneffts -are actively sort :by .organizers -of the :I=rge -farm. 

'The bjectives ,of this -institution-should:be clearly :defined and 

adhered -ta. If -the -arge firm .sets"apolicy of peaceful -coexistence 

-and mutual --survival, then 'this is "measonably.possible. .Butif its 

+objectives are 'to &i.ve'out the -smdll 'land holders via -higher :prices 
-of 1-and land :other inputs,, is is -also -possible-wih ,adequate 

.amounts off :capital. 

There :are .ertain -areas xwhere -a l-arge .unit mm brenefit the 

small 'operators. -FoT Instance, it -ay .act -as a "aboratory ,:or 
,,experimental tnit -to demonstrate -mew tedhndlogies,, mew techniques.1 

.and-new -more -advance ,manqgetial 1know ,how.. -Such a'fiirm could h1d 
iSmall firms -purchasing inputs; ;by purchasiig Ain'bulk -and reseliing 

'to,,ll farms A.t costs,. :It could ,buy commodities from -Arms; that 
is,, ;:acting as ia-matketing cooper and ng on the benefits -to 

!small. arms. It ,Zodld -provide .custom rservices -to'the ,.malloperator 

thus reducin the Anv~estment n ,-mp.'.scale -machinery -and'4educig 
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the indivisibilities in inputs. This is a popular and profitable
 

operation. 
The number of custom service units have increased in
 

the past few years. The large firm could be an incentive for the
 

small firm to increase its size and operate more efficiently. The
 

influence of the large firm must be initiated by the large firm 

itself. Farmers are traditionally very independent and self 

sufficient. This is especially true of small farm operators.
 

The imposing time constraint limits further elaboration on 

this topic. 
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