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Labor Incentives
Farm businesses have a difficult

time competing with other
businesses for hired help, if basic
dollar salaries are the prime
consideration. This has been the
case for as many years as I have
been in Extension. There are
several reasons for this including
the high amount of capital
required in relation to income
produced for most farm ventures,
the relatively low profit margin in
relation to inputs and managerial
skills, and the required long hours
of labor. Farmers have learned to
partly cope with this by developing
several so called “incentives” for
farm labor. These may include
housing, food, payment of part or
all of the utilities, furnishing fuel
for the employees personal car,
and time off to hunt and/or fish.

Sometimes young potential farm
employees are looking for other
types of incentives. They may even
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be willing to forego some of those
traditional perks available to farm
employees. Some of them want a
piece of the action. Some want a
voice in management decisions,
especially those that affect them
personally. Some are asking for
payment of health insurance and
disability,' both of which are
becoming major items to families.
For a number ofyears, I have been
asked by farmers and a few hired
people for ideas on incentive
programs. In that period of time, I
have collected incentive ideas
from farmers using incentives for
employees. I have also found that
one of the biggest incentives for
farm employees is just plain old
“how they are treated by the
employer and employer’s family
members”. One thing I did
discover was that no one incentive
program would fit all situations. In
fact, some incentives that work for
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some farms may even be counter-
productive for others.

Ownership of Assets
Ownership of assets used in the

farm business can be a satisfying
form of labor incentive if it is
carefully thought out and con-
siders both the employers and the
employees goals. These assets can
be livestock, equipment,buildings,
or any other asset used in the'
business. One of the most critical
parts of this type of incentive is the
written agreement. It must spell
out terms, limits, responsibilities,
length of agreement, review and
possible change procedures, and
employment termination options
or results. The employer and
employee should consult with
someone knowledgeable about
their farm business before
developing such an agreement.
This person should be asked for
suggestions, criticisms, and a
summary of potential problems
that could occur with the
arrangement.

Some examples: A Employee
can own up to 10 percent of the
dairy herd. As payment for those
animals owned by the employee,
the employer pays the employee 20
percent of the return above feed
cost for those animals. Depending
on the base pay and other in-
centives offered by the employer,
there may or may not be a charge
for raising calves.
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B Employee may ouy a self-

propelled combine. The employer
agrees to pay the employee a
custom charge for all grain har-
vested on the farm by the em-
ployee. The employer also agrees
to allow the employee to harvest
other farmers grain as long as it
does not interfere with pre-planned
work onthe farm.

C Employee may purchase a
semen tank and take a course in
A.I. The employer may agree-to
pay the employee a fee for
breeding cows. The employer may
also agree to allow the employeeto
breed other farmers’ cows after
chores or at limited times other-
wise.

D Employee may own 10sows
in a sow farrow-to-finish operation.
The employer may agree to pur-
chase all pigs from the employee’s
sows as 40 pound feeders at market
price or allow employee to sell
those pigs as feeders elsewhere.

E Employee may own or buy a
feeding facility or a silo. The
employer may agree to pay the
employeea rent of 12percent of the
cost or value of the facility per
year as long as the employment
continues with the requirement
that the employer would purchase
the facility for a pre-set value or a
value based on appraised or book
value of the facility at the time the
employment should be terminated.

Advantages and Pitfalls

make him more sympathetic with
the economic straits of thefarmer.
(3) Employee can get some income
based on his input, including the
selection of the asset to be pur-
chased. (4) Employee becomes a
self-employed person for that
phase of the business and can thus
use tax laws favorable to self-
employed people, such as
depreciation of capital items. (5)
Employer may save some labor-
related costs. (6) While employee
is busy managing his own assets,
the intermingled employers assets
should benefit.

Advantages of the ownership
incentive program are: (1) Em-
ployee does get an opportunity to
build a certain amount of equity if
the ownership is of capital items.
(2) Employee shares in the ups and
downs of the market which may

Problems can crop up in this
type of program. (1) The business
may be too small to allow much
employee asset ownership which
will frustrate both parties. (2)
There must be a considerable
amount of trust between employee
and employer to make it work.
Example: The return over feed
cost is based on the cost of the feed
going into the animals, the amount
of feed reported as fed, and the
amount of milk produced on DHL
If the employer over values feed,
or the employee feeds unrepotted
feed to his animals, or the DHI
figures are not correct, some one
will be gypped. (3) The employee
may neglect the employers work to
increase his own income from
custom work. (4) Poor employer
management may offset any good
management decisions made by
the employee. (5) The labor
arrangement may be terminated
early due to a number of cir-
cumstances, including death. This
mayresult in afinancial loss to the
employee if assets can not be sold
or moved easily.
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