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Labor costs are one of the most prevalent costs on a farm. As such, farm managers need to evaluate
whether they are utilizing labor efficiently and productively. One way to evaluate this issue is to use
benchmarks created using data from similar farms. Labor benchmarks should include family and operator
labor as well as hired labor. In this article, labor efficiency and productivity measures are illustrated for a
case farm in west central Indiana and compared to benchmark targets. In doing so, this article updates
information contained in Langemeier (2015, 2018).

Labor Benchmarks

This article focuses on two labor benchmarks: labor efficiency (a cost measure) and labor productivity (an
output measure). Labor efficiency is computed by dividing total labor cost (hired labor plus family and
operator labor) by gross revenue. Hired labor cost and gross revenue can be found on the farm’s income
statement. Family and operator labor can be represented by family withdrawals, which can be found on
the farm’s sources and uses of funds statement. Labor productivity is computed by dividing gross
revenue by the number of workers. If all of the employees, including the operator or operators, are fully
employed, it is relatively easy to compute the number of workers. It is relatively more difficult to compute
this figure when employing part-time or seasonal workers. If some of the hired labor is seasonal or part-
time, the total months worked by all hired and seasonal employees should be summed and then divided
by 12 to arrive at the number of workers.

If labor cost in relation to gross revenue is relatively high and labor productivity is relatively low, it may
indicate that the farm is going to have difficulty supporting all of the farm employees. Timeliness of
operations should be incorporated into the evaluation of whether a farm has excess labor. Conversely, if
labor cost in relation to gross revenue is relatively low and labor productivity is relatively high, it is
important to check the efficiency of machinery use. Sometimes a farm will be efficient with respect to
labor, but have relatively high machinery cost and investment benchmarks, or be inefficient with respect
to labor, but have relatively low machinery benchmarks. Ideally, a farm would like to be competitive with
respect to both labor and machinery.

In addition to analyzing whole-farm labor efficiency and productivity, it is common to also evaluate labor
cost per unit for specific enterprises. For crop enterprises, we can use labor cost per acre and labor

We request all readers, electronic media and others follow our citation guidelines when re-posting articles
from farmdoc daily. Guidelines are available here. The farmdoc daily website falls under University of
lllinois copyright and intellectual property rights. For a detailed statement, please see the University of
lllinois Copyright Information and Policies here.

1 farmdoc daily February 4, 2022


http://farmdocdaily.illinois.edu/citationguide.html
http://www.cio.illinois.edu/policies/copyright/
https://ag.purdue.edu/commercialag/Pages/Faculty-Staff/Langemeier.aspx
https://farmdocdaily.illinois.edu/2022/02/benchmarking-labor-efficiency-and-productivity-2.html
https://farmdocdaily.illinois.edu/2022/02/benchmarking-labor-efficiency-and-productivity-2.html
https://farmdocdaily.illinois.edu/2015/09/benchmarking-labor-efficiency-and-productivity.html
https://farmdocdaily.illinois.edu/2018/09/how-can-i-improve-labor-productivity.html

hours per acre, while for livestock enterprises we can use dollars per animal and labor hours per animal
(e.g., dollars per beef cow and labor hours per beef cow).

Case Farm Example

Labor efficiency and productivity for a case farm in west central Indiana is presented in Table 1. This
case farm has 1500 acres of corn and 1500 acres of soybeans. The number of workers represents the
operator, one full-time hired employee, and several part-time employees. Labor efficiency for this farm is
approximately 4.0 percent. Gross revenue per worker is approximately $1,390,000 for the case farm.
Information available from farm management association programs in lllinois, Kansas, and Minnesota
suggest that for this size and type of farm, labor efficiency should be below 10 percent and labor
productivity should be above $500,000 per worker. The benchmark values for the case farm achieved
these targets. As noted above, this farm should also check its machinery benchmarks to determine
whether it is doing a good job of controlling both machinery and labor costs.

Table 1. Labor Efficiency and Productivity for White County Farms, 2021

Measure

Labor Efficiency

Hired Labor 49,416
Operator and Family Labor 66,147
Total Labor Cost 115,563
Gross Revenue (GR) 2,898,589
Labor Efficiency (Total Labor Cost / GR) 3.99%

Labor Productivity

Gross Revenue (GR) 2,898,589
Number of Workers 2.086
Labor Productivity (GR / Number of Workers) $1,389,544
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Using the total labor cost in Table 1 and dividing by 3,000 acres, labor cost per crop acre was
approximately $38.50 for the case farm. Using FINBIN data (University of Minnesota) for 2020, the
average labor cost per acre for corn and soybeans were $68.50 and $44.75, respectively. If we average
the FINBIN values for corn and soybeans, we obtain an average labor cost per crop acre of $56.60.
Using the FINBIN data, average estimated labor hours for corn and soybeans were approximately 2.1
hours. In summary, the per acre labor costs for the case farm were below the FINBIN benchmarks.

Summary

This article defined, described, and illustrated labor efficiency and productivity measures for a case farm.
The case farm had labor benchmarks that met the specified targets. It would be prudent for the case
farm to also evaluate crop machinery benchmarks. For some farms, labor benchmarks are solid because
of the relatively high investment in machinery and equipment, and facilities. For more discussion of crop
machinery benchmarks see Langemeier (2021).
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