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It is well documented that farm households over the past several decades have increasingly relied on off-farm
income sources and primarily off-farm employment. This trend of increasing off-farm labor participation rates and
income is particularly important to those entering agriculture: young and beginning farmers. Much of the
contemporary focus on young and new entrants to agriculture has been on the growth of various direct-to-
consumer marketing channels. However, the continuance of traditional production agriculture relies on developing
the next generation of farmers as well.

Record farm earnings during the late 2000s and early 2010s potentially created an opportunity to bring young
people back to the farm to participate in a family operation or begin their own. During the recent agricultural
boom—particularly in the cash grains arena—record net farm incomes were more than sufficient to sustain and
grow most operations. Strong cash flows were a particular benefit to young and beginning farmers, whose barriers
to entry can be quite high. While agricultural lenders still viewed off-farm income as a financial strength, it served
as an ancillary income source.

Farm sector profitability peaked in 2013, and the sector is currently in a more moderate-income period driven by
lower commodity prices. With the exception of weather or other unforeseen events, the forecast for the cash grain
sector remains steady as the adjustment toward a more normal supply-demand situation continues.

As an example, University of Illinois at Urbana-Champaign’s corn, soybean, and wheat crop budgets for 2016
include highly productive cropland in northern and central Illinois—Iland that may yield 20% or more above the
national average (Schnitkey, 2016). Considering the current costs of production, budgets show revenues will be
high enough to provide a return to land; however, profits will not fully cover the costs of average cash rent. This
shortfall affects young farmers in particular since they tend to rent a larger proportion of the acres they farm
compared to other age groups due not only to the high cost of good cropland, but also to the lack of availability
and competitiveness in certain land markets (USDA-NASS, 2012). Although cash rents will likely fall given sustained
low prices, these adjustments will occur slowly.

The trend of increasing off-farm income and its growing role in farm household finances has enabled many young
and beginning farmers the means to enter agriculture. It will play an even larger part in allowing these groups to
maintain viable operations during this current period of adjustment. This is true not only in the cash grains sector,
but also in other agricultural sectors in which income is moderating. Compared to earlier generations of farm
households, off-farm income has shifted from a supplementary income source to an important risk management
tool for young and beginning farm households, and the implications of this trend are only positive.

Young Farmer Demographics

There has been a growing interest in understanding the challenges of the young and beginning farmer
populations, especially those who spend the majority of their working time in farming. It is important to note,
however, that although most young farmers are beginning farmers, most beginning farmers are not young
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farmers. Most farmers, especially
those not operating large farms,

spend the majority of their work Table 1: Principal Operators by Primary Occupation, Experience,

time in off-farm jobs. That's an and Age, 2012

indication of how important

access to off-farm jobs is for the Major Occupation

farmer population, at large. Farming Nonfarm
However, the role of off-farm All Occupation Occupation
income can be just as important All Principal Operators 2,109,303 1,007 904 1,101.39
to farmers who spend the

majority of their work time on the Principal Operators who are

farm, especially the young and Beginning (on present farm) 469,098 175,110 293 98
beginning farmers. Table 1 Principal Operators who are

provides the U.S. Department of izzzg P 119,833 55,394 64.43
Agriculture (USDA) definitions of F'rinc?pal Opergtors g 90 944 40,499 504

the various groups and respective
population numbers from the
2012 Census of Agriculture.

Source: USDA-NASS Census of Agriculture 2012
Notes: Notes: There is one principal operator self-identified per
farm. Primary occupation is based on where the individual

Even though there are fewer allocates the most work time. Young is identified as younger
overall farmers than 10 years ago, than 35. Beginning is based on have 9 years or less of
the young farmer population experience on current farm.

today represents a proportionally

similar percentage as in 2002 as

shown in Table 2. Based on the latest USDA Census of Agriculture in 2012, nearly 6% of total principal operators
who report farming as their primary occupation are less than 35. Although proportionally similar in 2002 and 2012,
a slight increase in this segment occurred between 2007 and 2012 following a drop between 2002 and 2007. The
2012 Census of Agriculture estimates that the young principal operators who report farming as their primary
occupation segment of the population grew nearly 10% from 2007. This growth from 2007 to 2012 was driven by
young people managing sizable operations of sales levels of $250,000 and greater. It is reasonable to assume that
record net farm incomes during this period drew some of these young farmers into agriculture or at least was an
influential factor. Another influential

factor may have been the 2008

Farm Act which authorized a Table 2: Principal Operators by Primary Occupation and Age
Transition Incentive Program (TIP) 2002 2007 2012
to promote the transfer of All Principal Operators 2128982 | 2204792 2109303
Conservation Reserve Program Principal Operators with Farming as
(CRP) land coming back into a Primary Occupation 1,224 246 993,851 [ 1,007,904
production to beginning—and Young Principal Operators with
socially disadvantaged—farmers Farming as a Primary Occupation 70.393 50,579 55,394
engaged in sustainable practices Y':'“”‘_Q Principal _Dperators “”th_
(USDA-ERS, 2013). The 2008 Farm Farming as a Primary Occupation
Act also provided for management as a Share of All Principal, Farming

. . Occupation Operators 7% 5 1% 55%
training programs specific to .
beginning farmers (USDA-ERS, Source: USDA-NASS Census of Agriculture 2002-2012

2013).

Structural demographic changes may also be spurring growth in young farmer numbers. The much larger millennial
generation, the oldest of which are now in their mid-30s, has replaced Generation X in the young farmer
population. In fact, those born from the early 1980s to the early 2000s already represent the largest group of
American workers and could make up half of the U.S. workforce within five years (Maguire, 2016). Many of the
millennial generation are just beginning their careers, providing agriculture a large potential pool of young people
to cultivate and retain in farming.
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Farm Household
Reliance on Off-Farm Figure 1: Share of Farm Households' Total Income from Off-farm
Sources, U.S., 1960-2014
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a stable income source, it will —8-Net Cash Farm Income (Right Scale)

fluctuate as a percent of the total due Source: USDA-ERS, 2015
to swings in farm income from year to
year. However, even in boom periods, it
has still contributed substantially to household income. In 1973, the peak year of net cash farm income during the
agricultural boom of the 1970s, a weighty 49% of total farm household income came from off-farm sources. Fast
forward to 2012, another record year of net cash farm income, off-farm income comprised 77% of total farm
household income.

In times of stress, off-farm income plays
an even larger role. Most notable, in
the severe agricultural crisis of the
1980s, off-farm income began to play 100% -
a mitigating role, as it offset
diminished farm returns. On average,
the households with positive incomes 80% -
had higher incomes from off-farm
sources than those with negative
incomes (Ahearn, 1986). In multiple 60% -
low farm income years since, off-farm
income has surpassed 90% of total
household income. 40% |

Figure 2: Young Principal Operator Off-farm Labor Participation
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USDA Census of Agriculture reports 0% -

the percent of principal operators 1992 2012

working off-farm has fluctuated

around 50-60% since 1969, while the ®No Days Off Farm  m <200 Days Off Farm  m>=200 Days Off-Farm
share reporting working 200 days or Source: USDA-NASS Census of Agriculture, 1992, 2012

more, essentially full-time off the farm,
increased from 32% to 40%. Among those
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reporting farming as their primary occupation, the shift has been more pronounced, as those working full-time
equivalency off the farm more than doubled just in the past twenty years from 7% in 1992 to 16% in 2012. This
trend, in part, explains the much faster 5.4% annualized growth in average off-farm income from 1980-2014
compared to 2.8% for total household income.

The increasing reliance on off-farm income extends to young and beginning farmers as well. Figure 2 illustrates this
shift. According to the 1992 USDA Census of Agriculture, 41% of under-35-year-olds whose principal occupation
was farming worked off-farm, with 11% working 200 or more days off-farm. Twenty years later, in 2012, 59%
worked off-farm, with 28% working 200 or more days off-farm. Young farmers had a 15% higher rate of
participation in off-farm work than the 35- to 64-year-old age group did in 2012. The trend with beginning farmers
should reflect a similar pattern, as there are more young farmers who have been farming for fewer than ten years
than in any other age groups.

Higher off-farm labor participation Figure 3: Average Young Household Income, 2012-2014
rates may translate into higher =%

average levels of income for the %

young farmer population. Average el
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farmer households currently 3
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income for the 25-34 year old
population segment.

Off-Farm Income Opportunities

As farm businesses are becoming more complex, the skills needed to profitably manage them often overlap with
those skills in demand by non-farm businesses. A recent study found that when farm operators and their spouses
work off-farm, they are more likely to hold a management or professional occupation. This is particularly true
among operators of large farms (Brown and Weber, 2013). Wages among management or professional
occupations are higher on average than in other occupations, thus boosting the farm household’s off-farm income.
Among those who hold a management or professional position, more than half have a college degree. Technology
is also opening avenues for professionals in rural areas. Telecommuting among the non-self-employed population
has grown 103% since 2005 (Global Workplace Analytics, 2016). Many professional occupations now lend
themselves to telecommuting. The link between managing a successful farming operation and more robust off-
farm job opportunities is attractive to young and beginning farmers.

Role in Risk Management

Off-farm income serves as both an income source and a risk management tool, because it reduces the impact that
farm income variability has on household income. Farm income has been, is, and will likely remain volatile. Key,
Prager, and Burns (2015) find that farm income is the most variable of all household income sources: farm income
(77%), agricultural payments (3%), non-farm wage income (10%), and other non-farm income (10%). For crop
farms, farm earnings range from 60% to 90% of total income variation as asset size increases. Off-farm income can
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stabilize income flows, because off-farm wages are much less variable than farm income. Off-farm income provides
a steady source of funds for the farm household, particularly for young and beginning farmers who tend to face
more variation relative to their assets than operators of larger, more established farms do.

In comparison to other risk management tools, off-farm income is truly a decoupled income flow. Although not a
replacement for crop insurance, government payments, or other instruments that play an important role in
managing the volatility of farm income in most crop operations, off-farm income is not dependent on changes in
farm policy or commodity prices, yields, or input costs, making it a key proactive risk management tool. For
example, young principal operators who report farming as their primary occupation today and grow field crops
farm an average of nearly 400 acres of cropland (USDA-NASS, 2012). Thus, a corn farmer would have to receive an
average payment, from a previously noted farm related risk management source, of more than $70 per acre
annually on a 400-acre operation to equal the income that one or more farm household members would earn off-
farm—if they were to earn the equivalent of the average per capita U.S. income (U.S. Census Bureau, 2014). While
this level of payment could be realizable given extremely low revenues or yields, it is certainly not a sustainable
source of long-term income. Only revenue or yield declines below a threshold level typically trigger payments, and
the threshold level could continue to decline in future periods as prices fall below previous years’ levels. The given
example in no way minimizes the need for government payments or other farm income risk management tools,
but instead is intended to emphasize that payments are tied to variables of which off-farm income is independent.
Legislative bodies and agencies design government programs and tools such as crop insurance to provide support,
and with some programs, transition assistance to operations in periods of lower farm incomes. Off-farm income
generates liquidity and builds earned net worth independent of yields and prices.

Off-farm labor participation often allows for other avenues of managing risk outside of the operation, but within
the farm household, namely health insurance. Off-farm labor may provide employer-paid or subsidized health
insurance. Employer-sponsored healthcare coverage motivates off-farm labor participation of farm operators and
spouses (Ahearn, EI-Osta, and Mishra, 2013). There is a strong positive relationship between the probability of
health insurance coverage and off-farm employment. Although the Affordable Care Act (ACA) has provided more
mechanisms for farmers to obtain insurance, the purchase of health insurance can place a higher cost burden on a
young and beginning farmer’s operation. Any decline in off-farm labor participation resulting from the ACA is
expected to be negligible as the majority of farm households with off-farm income rely on it as a major source of
income (Ahearn, Williamson, and Black, 2015).

Link with Household Well-Being

Multiple studies have found a relationship between off-farm income and farm household well-being. Farm
households with off-farm income consistently have lower and less variable debt repayment capacity utilization
ratios than farms without such income (Briggeman, 2011). Nehring and Hallahan (2015) find that U.S. rice farms
with earned off-farm income have consistently higher farm and household returns. The effect of off-farm income is
not only financial but also influences the allocation of time and resources as well. In the same study, they observe
earned off-farm income generally boosts both scale and technical efficiency (Nehring and Hallahan, 2015).
Fernandez-Cornejo (2007) finds that the adoption of managerial time-saving technologies significantly relates to
higher off-farm income for U.S. corn and soybean farmers. As off-farm income-generating pursuits increase,
household-level efficiency is higher across all corn and soybean farm sizes than farm-level efficiency alone.

Opening a Wider Door to Capital

The increasing role of off-farm income in the farm household over the past half century has not only helped
sustain the farm household during periods of income volatility, but also encouraged more young and beginning
farmers to enter into agricultural production by making credit more easily obtainable. One of the primary hurdles
for young and beginning farmers is access to capital. Capital needs can often be more intense for those in
production agriculture. Agricultural lenders recognize this need. The Farm Credit System has a legislated mandate
and mission to provide sound and constructive credit to young, beginning, and small farmers. In 2001, when the
Farm Credit System began reporting this information, they made 33,000 loans to young farmers, who are defined
slightly differently than the USDA’s rule as less than 36 years old. In 2015, when the young farmer population was
smaller, they originated nearly twice the loans, 62,000, for three times the amount as in 2001. Loans made to
beginning farmers more than doubled over this period. According to the USDA Census of Agriculture data, the
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percent of young farmers, principal or otherwise, whose operations held debt increased from 2007 to 2012,
indicating larger credit needs, credit that is more available, or likely a combination of both.

Many agricultural lenders utilize federal or state guarantee programs to extend credit to young and beginning
farmers who may not otherwise qualify. Lenders may also use other credit tools such as exceptions to
underwriting standards or specifically designed loan covenants. While lenders need these tools to continue to
assist the next generation of farmers, many young and beginning farmer loans qualify for credit without
concessions. This trend will likely continue, as a larger proportion than previous generations of young and
beginning farm households generate significant off-farm income. Off-farm income can not only make credit more
easily obtainable but can also preclude the need for guarantees, cosigners, or additional restrictions on credit that
create more of an administrative burden on the farmer.

Lenders analyze the repayment capacity of a borrower. Typically, lenders factor all income—farm and off-farm—
into this evaluation. A dollar of wages goes into the same pool as a dollar of net farm income. However, a lender
may handle a dollar of farm income differently than a dollar of off-farm income. Agricultural lenders usually
analyze multiple years of earnings to evaluate repayment capacity. Due to the volatility in farm income from year
to year, lenders may sensitize farm earnings to obtain a more normal income projection for the operation. This
means that lenders adjust farm earnings during boom years toward more normal trend levels. However, the
sensitivity does not typically work in reverse; lenders are not likely to boost farm earnings up in lean years to
increase repayment capacity measures. Earned off-farm income is unadjusted, unless a mitigating circumstance
alerts the lender that it is going away or will substantially change. Given higher-than-average farm earnings,
lenders may weigh a dollar of off-farm income in essence more heavily than a dollar of farm income. This is sound
portfolio management, as the lender is accounting for the volatility factor in farm income that makes that
repayment stream on average less stable on a per-dollar basis than other sources, such as earned off-farm income.
The greater the dispersion of possible future outcomes in the form of varying farm income levels, the higher the
farmer’s level of exposure to uncertain returns and the lender’s level of potential risk exposure.

According to data from the USDA, households operating commercial farms—defined as gross cash farm income of
over $350,000—generated a $168,000 median net farm income and a $45,000 median off-farm income in 2014
(USDA-ERS, 2016). A farm household with the median level of off-farm income receives a greater than 25%
increase in repayment capacity compared to having only farm income. USDA forecasts total net farm income in
2015 to fall close to 40% from 2014. Assuming stable off-farm income levels from 2014 to 2015, this translates to a
40-50% increase in farm household repayment capacity given a median level of off-farm income over farm income
alone. This improvement in repayment capacity is proportionally greater for smaller operations in which farming is
the operator’s primary occupation. Of course, aside from the income statement, the benefits of off-farm income to
the young and beginning farmer flow over to the balance sheet side in terms of increased liquidity and equity.

Implications for the Young Farmer

For the young and beginning farmer sector, the implications of increasing off-farm work participation and incomes
are very positive. The growing technical, financial, operational, and managerial skill set needed to run a farm
translates into skills demanded off the farm. In addition, the availability and opportunities of off-farm employment
continue to widen as more employers engage in flexible work arrangements valued by the young millennial
generation. As more members of the farm household participate in off-farm employment, the demand for greater
efficiency, both on the farm and in the household, increases. This, in turn, drives further productivity and
innovation.

Off-farm income will sustain many young operations in smoothing the variability that farm income generates
throughout the farm’s economic cycle, strengthening the probability of remaining, expanding, and succeeding in
agriculture. It can diffuse the extent to which these operations experience financial stress in the current and near
future. Those in agriculture can argue that as operation size grows—and farm income accounts for the majority of
household income, bringing with it reserves and net worth—the need for off-farm income diminishes. However,
industry participants must not overlook the importance of off-farm income in transitioning a young and beginning
farmer’s operation to that stage. Off-farm income promotes the stability of the farm household’s finances. It
generally makes capital more readily obtainable. Off-farm income is a viable and important risk management tool
for today’s young and beginning farmers.
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