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Abstract: Farms in Poland come in a wide variety of sizes, and the effect of farm size on the
profitability of labor has not been sufficiently investigated. This paper takes a fresh look at the
model for labor profitability determinants of family farms in Poland in relation to their economic
size. The purpose of this paper is to analyze the factors that determine the labor profitability index
in farms of various economic size classes (classes ES1–ES5). In the analysis of factors shaping the
profitability of labor in family farms, a panel analysis was applied. Family farm income expressed
per family labor unit was adopted as the dependent variable. The following variables were used
as explanatory variables: (1) macroeconomic index of price relations (“price gap”); unemployment;
average monthly gross wages and salaries; inflation; (2) technical-agricultural production efficiency
index; (3) microeconomic ratio of total assets to agricultural land; technical equipment for work;
land-to-labor ratio; debt ratio, subsidy ratio, and investment effort. A diversified influence of selected
factors determining the level of profitability of labor in agriculture in particular groups of farms
was found. The econometric models developed also indicate different strategies that are adopted by
farmers on various farms. There is no single solution here; strategies for improving the profitability
of work must take into account the specificity of a given entity. The models estimated indicate the
necessity of using other mechanisms and tools of agricultural policy for farms of various economic
sizes. It should be expected that, in the future, there will be a dichotomous development of farms.
Medium-sized farms will become larger and economically effective, and smaller farms will perform
residential functions, with the disappearing function of agricultural production.

Keywords: family farm; macroeconomic factors; microeconomic factors; technical factors; farm size;
profitability of labor; agricultural policy; Poland; panel models

1. Introduction

Family farming is widely touted as the most “sustainable” form of agricultural produc-
tion. Its contribution to social, environmental and economic development is emphasized,
ensuring the most efficient food production, positive environmental impacts, and the
management of family labor, which contributes to rural economic development [1].

The profitability of labor in agriculture is the result of the value of income generated
in agriculture and the level of employment in this sector. The level of labor profitability is
particularly important in European agriculture, where family farms play a dominant role.
They are relevant to achieving the objectives of the European Union’s common agricultural
policy and also to ensuring the existence of a sustainable agricultural sector and rural areas.
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There are about 10.3 million farms in the European Union (1.41 million in Poland) [2], with
an annual working unit (AWU) (Appendix A) of around 9.0 million (1.6 million AWU in
Poland), of which about 81% fall under the family farm labor force [3].

A specific feature of EU agriculture is also the predominance of farms with small
utilized agricultural areas. The average farm in the EU-28 had 16.6 ha of UAA (utilized
agricultural area) in 2016 (in Poland, 10.2 ha). Most farms in the EU-28 are small in physical
terms, two-thirds of the EU’s farms were less than 5 ha UAA in size in 2016 and only 7% had
more than 50 ha of utilized agricultural areas in 2016 [4]. Comparisons to other nations are as
follows: U.S.A.—190 ha; Brazil—46 ha; Chile—52 ha; Canada—281 ha; Argentina—367 ha;
Australia—more than 2600 ha per farm [5]. The small scale of production in the majority of
farms in the European Union Member States is considered to be one of the main factors
that limit the possibilities of improving farming efficiency, including labor profitability [6].
Taking into account the level of family farm income per annual work unit (AWU) compared
to wages in the rest of the economy in the EU, it constitutes, on average, only about 45%.
Such a large difference between the level of farmers’ income and wages in the rest of the
economy, on the one hand, is a social problem related to the poverty of farmers and, on
the other hand, limits the development opportunities of farms and may contribute to their
bankruptcy, threatening the sustainability of rural areas. The low profitability of labor in
agriculture threatens the sustainable development of farms. This is an existential problem
for farmers and their families, but it is also a threat to the sustainable development of rural
areas and the natural environment.

It is worth noting that the assessment of the importance of the existence of small
farms for regions’ social sustainability and biodiversity in many locations of the world
is perceived as crucial [7]. There is also some evidence that emissions and resource use
efficiency are lower in such farms than they are in middle-sized farms [8,9], especially in
low-income countries [10].

The bankruptcy of family farms or the limitation of their development opportunities
may cause undesirable effects in rural areas, such as the depopulation of rural areas, the
loss of biodiversity, the disappearance of folk culture, the impoverishment of the rural
population, etc., but they also pose a threat to food security [11–22]. For this reason, the
EU’s agricultural policy places great emphasis on ensuring a fair standard of living for
the rural population, especially by increasing the individual income of people working in
agriculture. The development of the factors determining the level of profitability of labor
is important from the point of view of the possibility of shaping appropriate agricultural
policy instruments adapted to various types of farms which differ in terms of the scope
of production, the direction of production, the degree of connection with the market, etc.
The literature regarding the profitability of the farms revolves primarily around the factors
that influence the absolute level of agricultural income or its changes over time [23–26].
According to our knowledge, there is a lack of research regarding the determinants of the
profitability of family labor in agriculture, especially taking into account the multi-criteria
approach, concerning macroeconomic, microeconomic and technical factors. The degree of
agricultural income without reference to the degree of employment of the family workforce
is not sufficient to provide a reliable view of the economic situation of the farms. Therefore,
despite the high level of agricultural income connected with overly high levels of the
use of the family workforce, the costs of the farmer’s own labor and that of their family
may not be covered. Such a situation may cause a decline in the standard of living of
the farmer’s family and limit the development possibilities of the farm. Hence, from the
point of view of the agricultural policy, it is crucial to develop the appropriate instruments
to improve the efficiency of using the family workforce in agriculture. The impact of
agricultural policy instruments can be twofold. On the one hand, it should aim for the
stabilization of the agricultural income, whereas, on the other hand, it should aim for the
conditions for the management of surplus labor outside agriculture. The assessment of
income support and farm development with subsidies in the EU countries is not clear. It is
indicated that the subsidy calculated per output unit is much higher in small farms [27,28].
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Moreover, in small farms, subsidies are allocated mainly to financing consumption and
not to financing development [29]. Despite that, subsidies supporting the development of
small- and medium-sized farms are necessary due to the lack of farmers’ own capital. In
some EU countries, insufficient support for farm development leads to the liquidation of a
large part of small farms [30].

The literature suggests that the economic size of a farm is of great importance in
shaping economic results and management efficiency in agriculture [31–33]. Larger entities
are able to manage risk and have easier access to credit [34]. As a result, it may lead to a
greater stabilization of revenues [35]. The research also points to the fact that the size of
farms has a statistically insignificant impact on the variability of income in low-developed
countries [36–38]. For developed countries, including the countries of the European Union,
such as those from the former Soviet bloc, numerous studies show that, with the increase
in the size of farms, land and labor productivity and income per working person usually
increase [34,39–42]. Moreover, there is a constant decrease in the number of farms and the
concentration of land and labor [22,43]. For this reason, the problem of the influence of the
economic size of a farm is included in the scope of the research related to the analysis of
the relationship between the farm size and its economic situation and, in the case of this
paper, labor profitability.

In the literature on the subject, there is no strict definition of a “small”, “medium”
or “large” farm. There are various ways to classify farms [44]. The paper adopts the
classification of farms according to the economic size commonly used in the EU (economic
size of holding expressed in EUR 1000 of standard output on the basis of the community
typology). This measure is widely used for statistical and policy purposes within the EU.
This measure determines the size of the farm, its production potential and its production
possibilities. This measure has an advantage over the measure of farm size expressed in
the area of the agricultural land. In this way, you avoid errors resulting from the incorrect
assignment of farms with a small area but which carry out intensive industrial agricultural
production (e.g., production in greenhouses, fattening poultry or pigs) to small farms.
Therefore, in our research paper, we use economic size.

2. Review of the Literature
2.1. General Aspects of Income and Labor Profitability in Agriculture

There are many trends in the research in the field of income in agriculture. These are
review studies [45] and methodological studies [18,46] that take into account the impact of
agricultural policy [24], but the main emphasis in the research is on economic factors [25,47].
The analysis of factors determining agricultural income is complicated due to the fact that
the set of potential variables is very broad. Therefore, research on the determinants of
agricultural income requires a specific research perspective [48]. The research carried out
in this paper is part of the analysis of economic factors determining agricultural income,
focusing on the profitability of labor.

The profitability of labor is of fundamental importance in assessing the efficiency of
managing family farms. It is the level of labor profitability that determines the competi-
tiveness of farms, the level of capital accumulation, their development abilities as well as
the level of consumption of farm families [49,50]. In agriculture in developed countries, a
change in the implementation of production factor prices is observed. In particular, there
is a relative increase in labor costs compared to the other factors: land and, above all,
capital [51,52]. This results in the need to improve the use of the labor factor in terms of its
productivity and profitability.

The profitability of labor in the family farm should be defined as a relation between
the agricultural income generated by the family farm and the resources of the family labor
force. Hence, improvements in labor profitability can be obtained by increasing the level of
farm income or by reducing the resources of the family labor force. The reduction in the
family labor force is mainly related to the possibility of taking up employment outside of
agriculture and obtaining income from non-agricultural activity [53], which is especially
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important for small farms and needier farmers [54,55]. This possibility depends largely
on the factors in the surrounding area of the farms. On the other hand, the second way
to improve the profitability of labor is related to the increase in agricultural income. It
is conditioned by many factors related both to the surroundings of the farm and to the
changes taking place in the farm.

The factors shaping the level of labor profitability in family farms are found both in the
farm environment (exogenous factors) and inside the farm (endogenous factors). The ex-
ogenous factors include macroeconomic, socio-cultural and institutional factors, especially
agricultural policy, or factors related to the natural environment and climate [25,56–59]. In
turn, the group of endogenous factors includes the farm size, the resources and relations of
production factors, the quality of human capital, managerial abilities, the relation of the
farmer’s family to the farm, applied production technologies, etc. [26,60–62].

The economic perspective is of particular importance in the research on the deter-
minants of labor profitability in agriculture. From this point of view, three areas can be
distinguished [63]: (1) macroeconomic area, (2) technical area, (3) microeconomic area.

2.2. Macroeconomic Determinants of Income in Agriculture

In the macroeconomic area, in economic research, models are constructed in which
independent variables are, inter alia, relations between the prices of products sold by farm-
ers to the prices of the means of agricultural production, the costs of factors of production,
the exchange rate, interest rates (monetary policy), the GDP level, the economic situation,
international trade conditions, the unemployment rate, global financial and economic crises,
etc. [25,64–70]. In the literature on the subject, special attention is paid to macroeconomic
factors, as they influence the decisions of agricultural producers and allow one to better
understand both the causes and the consequences of changes in farm income. The economic
situation of farms will depend on the level of these factors, as well as the strength and
direction of their impact [50]. The knowledge of the strength and direction of the impact of
these factors is also necessary to shape appropriate agricultural policy instruments correct-
ing their unfavorable impact on agriculture [71]. Moreover, the question arises whether
the impact of these factors is the same on the economic situation of various types of farms,
especially in countries such as Poland, where small family farms characterized by a weak
connection with the market and which produce for their own needs prevail. Therefore,
the macroeconomic factors may have a weaker impact on small-scale farms and a greater
impact on farms producing on a larger scale, which supply most of their production to
the market. Therefore, their responses to changes in macroeconomic parameters may be
more sensitive.

2.3. Technical Determinants of Income in Agriculture

Among the factors from the technical area, the relations between the level of agricul-
tural income and the indicators of technical agricultural production efficiency are consid-
ered. An improvement in the technical efficiency of farming is a necessary condition to
increase economic efficiency. Technological progress has been the most crucial factor in the
growth of productivity in agriculture in the new EU member states in recent decades [72].
Moreover, in these countries, an increase in productivity was achieved in a situation of pres-
sure to reduce the consumption of inputs in agriculture [73]. Technological progress and
the availability of new agricultural production technologies are the main factors responsible
for changes in the technical area of the functioning of farms [74]. However, as a result of the
technology treadmill effect occurring in agriculture in the long run, the main beneficiaries of
technological progress in agriculture are consumers, not agricultural producers [13,75,76].
Empirical evidence suggests that increases in welfare due to technological advances in agri-
culture are captured as consumer surplus rather than producer surplus. Ultimately, farmers
may find themselves in a worse situation than before the change in production technology.
The implementation of technological progress is a necessity, and its effect in the long term
is the removal of small farms of poor economic condition from the market. Moreover,
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technical progress in agriculture has the effect of forcing the labor force out of agriculture,
which, in turn, leads to a reduction in the number of people working in agriculture and an
improvement in labor profitability [39,77]. However, in order for this effect to be effective,
the phenomenon of the labor pull of the agricultural labor force must also occur. The labor
pull effect of people working in agriculture largely depends on macroeconomic factors,
especially the economic development of the country and the level of unemployment. With
a low unemployment rate, the labor pull effect will be strengthened through the labor
push effect [38,78–80]. Despite the negative consequences of the technology treadmill,
farmers are under pressure to implement technological progress. Avoiding new solutions
in business practice is impossible. Technical progress allows farmers to reduce unit pro-
duction costs, increase the scale of production, increase production potential, improve
farming efficiency and use environmentally friendly technologies [13]. In this way, it is also
possible to limit the unfavorable influence of the price spread between the prices of the
final food product and its value as an agricultural raw material on the economic situation
of farms [81–84].

2.4. Microeconomic Determinants of Income in Agriculture

The literature on the subject also highlights the third group of factors that determine
the level of agricultural income: endogenous factors, which are mainly microeconomic
in nature. It is assumed that, with relatively constant macroeconomic conditions and a
constant level of production technologies available, these are the endogenous factors that
determine the economic results of farms and the level of efficiency of the resources used.
These are factors that largely depend on the farmer [33,85,86]. In the literature of the
subject, the following factors are distinguished: the production potential [26,61,87], the
value of the farm’s fixed assets [88], the production scale [89], the specialization of farms
and the concentration of farm production [36,90,91], the financial situation [17,36,92], the
cooperation of farmers [93], the location of farms [92] and human capital [92,94,95]. The set
of factors determining farm income and labor profitability is very wide and concerns both
quantitative and qualitative aspects. Their significance in shaping the profitability of labor
of farms is significant in the short term. In the long term, these are the macroeconomic
factors that exert much greater pressure on the financial situation of farms. This pressure
forces farmers to change the organizational structure of a farm, the production structure,
the relations between production factors and the need to adapt to legal requirements.

In this paper, a multi-criteria approach was applied. In the analysis of the factors deter-
mining the profitability of labor in family farms, both macroeconomic as well as technical
and microeconomic determinants were taken into account. This approach results from
the fact that there are interrelationships between these areas and the feedback pressures
between them. The analysis concerns the relationships between macroeconomic, technical
and microeconomic factors and the profitability of labor on farms of different economic
sizes. This will make it possible to capture the internal differentiation of production struc-
tures in agriculture, which determines the need for a different approach to agricultural
policy instruments aimed at the development of farms.

3. Materials and Methods
3.1. Objective and Scope of Research

The aim of this paper is to analyze the factors determining the labor profitability index
in farms of various economic size classes. The scope of the research included an analysis
of the relationship between the labor profitability of a farm and selected macroeconomic,
technical and microeconomic indicators.

3.2. Data Source

The analyses were based on the data from two primary sources: (1) mass statistics data
and (2) the FADN (Farm Accountancy Data Network) (Appendix A) system for collecting
and using farm accountancy data in the EU. Economic and financial data from the FADN
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system concerned farms operating in the territory of Poland for the period 2004–2020. The
time range adopted resulted from the availability of data, and since 2004, farms are based
on a standard output according to EU typology. Moreover, since 2004, Poland has been
a member of the European Union, and the presented results illustrate the functioning of
agriculture in the new economic and political conditions.

3.3. Methods

Panel models are special models built from cross-sectional-temporal data (objects ×
variables × periods). They describe a fixed group of objects over more than one period. The
combination of cross-sectional data and time series contributes primarily to an increase in
the number of observations, thus providing more information on the phenomena studied,
and this facilitates the establishment of existing relationships between them and their
assessment. As a result, it is possible to conduct more in-depth, detailed analyses that
cannot be carried out on other types of statistical data. Combining cross-sectional and
temporal observations also makes it possible to identify and measure effects that are
not observable on typical cross-sectional data or typical time series [96]. The purpose
of panel models is to isolate differences between objects that are intrinsically linked to
object-specific factors. Therefore, an integral part or even the central issue of the analysis is
the heterogeneity of objects [97].

Panel models assume that the formation of the dependent variable is influenced,
apart from the explanatory variables, by unmeasured, time-constant and object-specific
factors called time effects. Including group and time effects in panel models necessitates
specific estimation methods. The extensive use of panel models for econometric analysis is
presented by, for example, Baltagi [96], Hsiao [98], Bollen and Brand [99] and Kaddoura
and Westerlund [100].

Conducting research using panel analyses also has its limitations. Some difficulties
can be encountered at the data collection stage for these analyses, especially if the type of
study requires data collection for a balanced panel. A balanced panel is a dataset containing
complete data from T periods about each of N units. The longer the analyzed time, the
more difficult it is to collect homogeneous data for the same group of objects.

Panel data analysis can be carried out using the ordinary least squares method (OLSM)
estimation, the fixed effects model and the random effects model.

Panel models can take the form of models with the decomposition of a constant
(FEM—Fixed Effects Model) or models with random component decomposition (REM—Random
Effects Model).

In a model estimated using OLSM, the regression occurs on all available observations
as if they were cross-sectional data. It is assumed that there are no individual effects (the
homogeneity of the community after accounting for differences in the available vector of
observable variables X) and no changes in the analyzed phenomenon over time. Under
such assumptions, one can treat all observations as if they were from a simple random
sample and apply OLSM [101]:

yit = Xitβ + vit (1)

where:

yit—a dependent variable,
Xit—an explanatory variable (generally, a vector of explanatory variables),
β—a vector with the dimension N of structural parameters,
vit—total random error, consisting of a purely random part εit and an individual effect ui
relating to a specific i-th panel unit (vit = εit + ui),
i = 1, 2, . . . , N—subsequent objects,
t = 1, 2, . . . , T—time units.

Fixed Effect Model (FEM). The simplest assumption is that there are constant, un-
known (unobservable) but time-constant differences between units:

yit = Xitβ + ui + εit (2)
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gdzie:

ui—the time-constant individual effect for observations i,
εit—pure random error.

Each individual effect includes all of the time-constant characteristics of an individual
that affect the explained variable but are not included explicitly in the vector of explanatory
variables due to, for example, the lack of quantifiability or the difficulty of measurement.
In a panel model with fixed effects, the determined individual effects are eliminated by
averaging the model against time (index t).

Random Effect Model (REM). In a random effects model, each unit is assigned a certain
random variable, the realization of which is responsible for the individual effect in a given
period. Since individual effects are not the same from period to period, they are not treated
as parameters, and their values are not estimated. The total random error, consisting of an
individual effect (random effects) and a pure random error vit = εit + ui, is characterized by
a correlation in the same object and a lack of correlation for different objects. It requires the
use of a generalized estimator of least squares (GLS) β̂RE of structural parameters in the
form of [63]:

β̂RE = (XTΩ−1X)
−1

XTΩ−1y (3)

where:

X—a matrix of explanatory variables,
y—a vector of dependent variables,
Ω—a reversible matrix of variance and covariance of the total random error.

Specific statistical tests are used to verify panel models:

1. The goodness of a model with fixed effects compared to a classic model is verified
using the Wald test. The verified null hypothesis assumes that all constants entered
into the model are equal, regardless of the object and time. In this case, OLSM should
be used.

2. The F Test for Individual and/or Time Effects is used to assess the significance of
differences between models, assuming the existence or the absence of group effects.
The rejection of the null hypothesis assuming the lack of group effects indicates the
need to estimate models with fixed effects.

3. The Breusch–Pagan test is used to verify the assumption of the constancy of the
variance of the random component. The rejection of the null hypothesis indicates the
heteroscedasticity of the random component.

4. The Hausman test is usually used when choosing between a fixed-effect model and a
random-effect model. The null hypothesis is that the individual effects are indepen-
dent of the explanatory variables, so both estimators are unconstrained. In this case,
the estimator for the random effects model is considered more efficient. The opposite
situation, on the other hand, means that the estimator for the fixed effects model is
unconstrained, while the estimator for the random effects model is constrained. The
situation thus indicates that a model with fixed effects is more appropriate.

When choosing between a fixed-effect model and a random-effect model, the nature
of the dataset is also important [102]. If the panel contains observations on a fixed and
relatively small set of units of interest (e.g., macro-regions in Poland), there is a presumption
in favor of fixed effects. In the case of observations on a large number of randomly selected
individuals, there is a presumption in favor of random effects. In addition, models with
random effects cannot be used if the number of independent variables exceeds the number
of units covered by the study.

3.4. Statistical Data

The analysis concerned the impact of selected factors on the level of labor profitability
in farms diversified in terms of economic size. The analysis takes into account the farmer’s
own labor resources and those of their family and does not include the labor resources
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employed and paid for by the farmer. The labor profitability index was calculated as a
relation of the family farm income to the unpaid labor expressed in FWU (Family Work
Unit) (Appendix A). The work profitability analysis concerned farms from six economic
size classes (ES1–ES6) (Appendix A) for four macroregions designated for the needs of
FADN in Poland. The original intention of the authors was to analyze the profitability of
family labor on farms divided into six economic size classes (ES1–ES6). Due to the lack of
statistical data on the largest farms (ES6), their analysis was abandoned.

The profitability of labor calculated as the ratio of family farm income (Appendix A)
to family work unit [€/FWU] was adopted as the dependent variable— y1. In the analysis
of factors influencing the profitability of labor in family farms, explanatory variables from
three areas— macroeconomic, technical and microeconomic—were used. The set of poten-
tial explanatory variables belonging to the determinants of labor profitability included:

1. Macroeconomic area:

− X1—the index of price relations (“price gap”) constitutes the ratio of the price
index of sold agricultural products to the price index of purchased goods and
services. The price indices of sold agricultural products reflect changes in the
average weighted procurement prices and the marketplace prices received by
farmers. The price indices of purchased goods and services illustrate changes
in the retail prices of goods and services purchased for the consumer, current
agricultural production or investment purposes. Price indices have been calcu-
lated using the structure of the sold agricultural products as well as the structure
of purchased goods and services from the year preceding the one under the
survey as a weight system. The following weight systems have been applied for
goods and services intended for: (1) consumption—the structure of the expendi-
ture (excluding own consumption) of households of farmers resulting from the
household budgets survey; (2) current agricultural production—the structure of
purchases that were carried out by private farms; (3) investment—the structure
of monetary expenditure based on data from national accounts concerning gross
capital formation [103]. When this index is greater (less) than 100.0, it indicates
that agricultural product (output) prices increase at a faster rate than farm input
(commodity) prices, thereby having a positive (negative) effect on farm income.
This was estimated for individual regions in Poland and synthetically informs
about the economic situation in agriculture.

− X2—unemployment—registered unemployment rate (for end of year) [%].
− X3—average monthly gross wages and salaries. This indicator X2 and X3 allows

for capturing the importance of the process of labor pull from agriculture.
− X4—price indices of consumer goods and services (inflation).

2. Technical area:

− X5—agricultural production efficiency index, calculated as an output-to-input
relation. The costs only represent the total specific costs of agricultural production.
The output presents the total output of crops and crop products, livestock and
livestock products and other output. The sale and use of (crop and livestock)
products and livestock + change in the stock of products + change in the valuation
of livestock—purchases of livestock + various non-exceptional products. This
index shows the effectiveness of the production technology used and, to a large
extent, shows the level of technological advancement of a farm.

3. Microeconomic area:

− X6—ratio of total assets to agricultural land [€/ha]—technical infrastructure of
the land,

− X7—ratio of total assets to the number of people working in the farm [€/AWU]
(sum of own and hired labor inputs)—technical equipment for work,

− X8—land-to-labor [ha/AWU] (AWU—sum of own and hired labor inputs) ratio.
These three microeconomic indices (X6, X7, X8) make it possible to take into



Sustainability 2022, 14, 13819 9 of 25

account the importance of the relationship of production factors in shaping the
income situation of a farm. Indirectly, these relations determine the production
technique used and reflect the prices of the factors of production.

− X9—the debt ratio [%] is calculated as the ratio of total liabilities to total assets,
− X10—subsidy ratio [%]—the ratio of the total amount of subsidies to the pro-

duction value—it depends on the agricultural policy (institutional factor) but
also on the farmer’s decision to use specific subsidies (e.g., for public goods
provided). The subsidy rate was chosen instead of the simple sum of subsidies
because, as indicated by Bojnec and Latruffe [87], it is less correlated with the
farm size. In the conditions of the existence of the agricultural support system, it
is necessary to take into account the institutional factor, the tangible elements of
which are subsidies.

− X11—investment effort calculated as the ratio of gross investment on fixed assets
to the sum of depreciation and farm net income. This index informs about the
scale of abandoning current consumption in favor of future benefits [104,105].

The above set does not fully exhaust the problem of the determinants of labor prof-
itability, which results from the research approach applied, as well as limitations related to
data availability.

4. Results
4.1. Description of Statistical Data

In the macroeconomic area, the four variables presented in Figures 1–4 have been
highlighted. The price gap (PG) index is used to estimate general price trends and is quite
often used by governments to plan, shape and evaluate the effects of agricultural policy. It is
also used by farmers to plan the structure and volume of production or to plan investments.
It is an index that, to a large extent, can be applied to the analysis of the economic situation
in agriculture. Figure 1 presents the value of the price gap in the years 2004–2020. This
index was characterized by a relatively high level of changes.
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Figure 3. Macroeconomic area—X3—the changes in average monthly gross wages and salaries,
previous year = 1, fixed prices from 2020. Sources: own calculation based on [103].
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The next two indices adopted as determinants of labor profitability in agriculture in
the macroeconomic area are the level of unemployment and the level of remunerations
in the national economy (Figures 2 and 3). Both indicators show positive trends in the
analyzed period. The unemployment level was characterized by a downward trend, while
wages in the national economy were characterized by an increase each year. The increase in
wages and salaries in recent years has slowed down, and unemployment was characterized
by a low level. This situation should positively affect the level of labor profitability. The
decline in unemployment and the growth of remunerations lead to an intensification of
the labor pull effect in agriculture, and the impact of this effect may be more significant
for smaller farms characterized by under-utilized family labor. Declining unemployment
in the national economy pushes the labor force out of the farm. The paper also focused
on the level of inflation. This indicator is important because, among other things, it will
determine the cost of acquiring capital for the development of farms. Falling inflation has a
positive effect on the reduction of the costs of obtaining money from the banking sector
and may contribute to stimulating the investment activity of farmers and, consequently,
to the development of farms. Inflation data in Poland show a downward trend until 2015.
Since 2016, the trend has been reversed (Figure 4).

Table 1 presents selected descriptive statistics of explanatory variables from the microe-
conomic and technical areas and the dependent variable used for econometric modeling.
The variables for all five economic groups under consideration are presented. The prof-
itability of labor clearly increased with the growth of the economic size (Table 1). The
largest farms (ES5) were characterized by more than 17 times higher labor profitability
than the smallest farms (ES1). These data indicate that small farms are not able to gener-
ate a sufficient level of income to cover the costs of their own labor but also to provide
prospects for development. In the technical area, the agricultural production efficiency
index was taken into account, calculated as the output-to-input ratio (X5—agricultural
production efficiency index) (Table 1). With the increase in the economic size, this index
decreased. A similar tendency was found for the capital-to-land ratio (X6—technical infras-
tructure of the land). Additionally, farms with a smaller economic size were characterized



Sustainability 2022, 14, 13819 11 of 25

by a higher level of technical land infrastructure. The situation is different in the case
of the technical equipment of work (X7—technical equipment for work). This index is
clearly the lowest in the group of farms by ES1. The changes observed in the relations
of production factor prices, consisting in an increase in labor prices in relation to other
production factors, result in the need to substitute more expensive labor inputs with rela-
tively cheaper capital [52,107,108]. On the other hand, the ratio of agricultural land per one
person employed in a farm (X8—land-to-labor) was characterized by an increase, along
with an increase in the economic size. This situation should be regarded as favorable
and conducive to the improvement of management efficiency. The level of farm debt
(X9—debt ratio) clearly increased with the growth in economic size. Small farms use fewer
external financing sources. This may limit their exposure to financial risk and reduce the
impact of the level of interest rates on their economic situation, but on the other hand, it
may contribute to limiting the level of investment and, consequently, the loss of develop-
ment opportunities. Concerning subsidies (X10—subsidy ratio), we may observe that their
proportion of farm revenue is higher among small farms. As the economic size grows,
the importance of subsidies declines significantly. This may be caused by the so-called
“capping” mechanism, i.e., a limit of the amounts of payment a farm may receive. This
index shows that the importance of subsidies and, hence, agricultural policy in shaping
the economic situation of small farms is definitely greater than in the case of large farms.
The indicator informing about the investment effort of farms (X11—investment effort) is
the lowest value, which is significantly different from the remaining groups of farms, in
the ES1 group. On average, these farms spent only 7.44% of the sum of depreciation and
agricultural income on investments. In the remaining groups of farms, this indicator was
definitely higher, and along with the increase in the economic size, this indicator showed an
upward trend. It should be assumed that a higher level of this indicator (provided that the
level of investment is optimal for a farm) contributes to a higher pace of the development
of farms, a faster adaptation to technological changes in agricultural production and an
increase in farming efficiency or allows for the release of resources from agricultural to
non-agricultural sectors [109,110].

Table 1. Explained variable and explanatory variables—technical and microeconomic area in
2004–2020.

Variable ES1 ES2 ES3 ES4 ES5

y1—profitability of labor
x 1841.32 3786.94 8240.06 14,758.31 32,718.23
Vs (%) 37.84 18.07 18.14 16.30 19.31
As 0.07 0.05 0.18 0.04 0.83

X5—agricultural production efficiency index
x 3.00 2.70 2.58 2.44 2.16
Vs (%) 12.15 10.35 10.25 8.13 7.12
As 0.20 0.01 0.03 0.01 0.56

X6—technical infrastructure of the land
x 3312.61 3124.85 3343.23 3589.37 3944.14
Vs (%) 27.83 22.13 24.74 27.79 46.24
As 0.28 −0.14 −0.21 −0.32 0.52

X7—technical equipment for work
x 21,178.79 27,494.80 43,624.68 63,623.66 78,993.31
Vs (%) 18.63 12.21 9.97 13.69 18.41
As 0.24 0.36 0.02 −0.61 0.19

X8—land-to-labor
x 6.71 9.22 13.88 19.39 25.59
Vs (%) 21.97 23.72 26.57 34.29 55.36
As −0.12 0.48 0.77 0.79 0.92
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Table 1. Cont.

Variable ES1 ES2 ES3 ES4 ES5

X9—debt ratio
x 1.63 3.30 6.72 10.99 17.56

Vs (%) 115.80 57.44 48.62 43.04 37.23
As 2.21 0.96 0.82 0.79 0.88

X10—subsidy ratio
x 36.41 28.28 21.30 16.72 11.13
Vs (%) 38.27 35.84 37.99 40.00 45.75
As 0.53 0.61 0.72 0.65 0.72

X11—investment effort
x 7.44 23.97 30.29 38.32 41.82
Vs (%) 322.25 129.21 29.35 28.68 43.03
As 3.70 7.56 0.35 0.40 2.81

Source: own elaboration based on the Farm Accountancy Data Network (FADN) (European Commission
2022) [111].

4.2. Results of Econometric Modeling

GRETL and R were used in the econometric modelling of the balanced panel data.
Each model was estimated as an ordinary model (OLSM) and a model with fixed effects.
The equations were estimated in two analytical forms according to the following equations:

• classic linear panel model:

ESk = β0 + β1X1 + β2X2 + β3X3 + β4X4 + β5X6 + β7X7 + β8X8 + β9X9 + β10X10 + β11X11 + vi (4)

• linear fixed effects model:

ESk = ui + β1X1 + β2X2 + β3X3 + β4X4 + β5X6 + β7X7 + β8X8 + β9X9 + β10X10 + β11X11 + εi (5)

• classic exponential panel model:

lnESk = β0 + β1X1 + β2X2 + β3X3 + β4X4 + β5X6 + β7X7 + β8X8 + β9X9 + β10X10 + β11X11 + vi (6)

• exponential fixed effects model:

lnESk = ui + β1X1 + β2X2 + β3X3 + β4X4 + β5X6 + β7X7 + β8X8 + β9X9 + β10X10 + β11X11 + εi (7)

For each dependent variable, the four analytical forms listed above were estimated,
and the model that better fit the empirical data and the corresponding properties of the
random component was selected.

Since the number of independent variables exceeded the number of units covered by
the study, models with random effects could not be estimated. The following are the best
models of labor profitability in agricultural farms according to their economic size and
statistical goodness.

An exponential model with fixed effects was used to build the ES1 (for farm size class
ES1) best model (Table 2). This is due to the statistical significance of differences between
individual and/or time effects (F Test for Individual and/or Time Effects). In turn, the
high value of χ2 statistics of Wald’s test confirms the statistical significance of constants.
The model describes the variance in the dependent variable at 48.8%, and the value of
the F statistic indicates its statistical significance. Five coefficients occurring at variables
should be considered statistically significant (α = 0.05): X3, X4, X5, X9 and X10. An in-depth
analysis of the properties of the random component of the model shows that it does not
exhibit the property of heteroscedasticity (Breusch–Pagan test).
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Table 2. Results of the estimation of the model with fixed effects lnES1.

Variables Coefficient Std. Error t-Ratio p-Value

const −6.907680 3.645 −1.895 0.064 *
X1 −0.225046 0.778 −0.289 0.773
X2 −0.011786 0.022 −0.525 0.602
X3 −0.000441 0.000 −2.673 0.010 ***
X4 0.108541 0.030 3.671 0.001 ***
X5 1.001393 0.208 4.820 0.000 ***
X6 0.000188 0.001 0.315 0.754
X7 −0.000021 0.000 −0.236 0.814
X8 0.130750 0.247 0.530 0.598
X9 0.114782 0.053 2.146 0.036 **
X10 0.026099 0.008 3.164 0.003 ***
X11 −0.005063 0.003 −1.818 0.075 *

R2 0.4885 -
F-Statistic 4.6019 0.0001

Wald test (χ2) 50.6208 0.0000
F Test for Individual and/or Time Effects 7.9794 0.0002

Breusch−Pagan Test 12.2153 0.3477
* α ≤ 0.1; ** α ≤ 0.05; *** α ≤ 0.01. Source: own elaboration based on the Farm Accountancy Data Network [111].

In the case of the ES2 group of farms, the classic linear panel model, based on the
OLS method, was used to describe the profitability of work (Table 3). Its correctness of
use is indicated by the low value of the F statistic of the test for individual and/or time
effects. At the same time, the high value of χ2 statistics of Wald’s test indicates the statistical
significance of the constant. The discussed model describes the variance in the dependent
variable in 48.01%, and the value of the F statistic indicates its statistical significance.
Apart from the constant, the three coefficients next to the variables—X1, X4, X11—should be
considered as statistically significant (α = 0.05). The model does not show heteroscedasticity
(Breusch–Pagan test).

Table 3. Results of the estimation of the classic linear panel model ES2.

Variables Coefficient Std. Error t-Ratio p-Value

const −19,467.149 5148.852 −3.781 0.000 ***
X1 3271.970 1416.063 2.311 0.025 **
X2 −43.748 38.163 −1.146 0.257
X3 −0.431 0.265 −1.624 0.110
X4 162.427 43.041 3.774 0.000 ***
X5 759.623 523.467 1.451 0.152
X6 0.166 0.661 0.251 0.803
X7 0.055 0.087 0.630 0.531
X8 215.083 226.599 0.949 0.347
X9 −56.903 96.801 −0.588 0.559
X10 −11.080 17.814 −0.622 0.536
X11 −4.825 2.295 −2.102 0.040 **

R2 0.4801 −
F-Statistic 4.7014 0.0000

Wald test (χ2) 51.7154 0.0000
F Test for Individual and/or Time Effects 0.6043 0.6151

Breusch−Pagan Test 20.5465 0.0584
** α ≤ 0.05; *** α ≤ 0.01. Source: own elaboration based on the Farm Accountancy Data Network [111].

In the construction of the ES3 model (Table 4), an exponential model with fixed effects
was used, as indicated by the high value of the F test for individual and/or time effects
statistics. The value of the χ2 statistics of Wald’s test confirms the statistical significance of
constants. The model is fitted to the actual data in 73.58%, and the value of the F statistic
indicates its statistical significance. The three coefficients next to the variables—X3, X5,
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X7—should be considered as statistically significant (α = 0.05). The model does not show
heteroscedasticity (Breusch–Pagan test).

Table 4. Results of the estimation of the model with fixed effects lnES3.

Variables Coefficient Std. Error t-Ratio p-Value

const 3.375360 1.143 2.952 0.005 ***
X1 0.264986 0.285 0.930 0.357
X2 −0.003672 0.010 −0.371 0.712
X3 −0.000042 0.000 −0.725 0.472
X4 0.034056 0.010 3.471 0.001 ***
X5 0.626949 0.155 4.049 0.000 ***
X6 −0.000172 0.000 −1.339 0.186
X7 0.000045 0.000 3.793 0.000 ***
X8 −0.054220 0.037 −1.455 0.152
X9 −0.001960 0.012 −0.161 0.873
X10 −0.008868 0.006 −1.474 0.146
X11 0.001324 0.002 0.555 0.581

R2 0.7385 -
F-Statistic 13.6087 0.0000

Wald test (χ2) 149.6955 0.0000
F Test for Individual and/or Time Effects 7.3285 0.0003

Breusch–Pagan Test 20.0631 0.0545
*** α ≤ 0.01. Source: own elaboration based on the Farm Accountancy Data Network [111].

The linear model with fixed effects was used to build the ES4 model (Table 5). In this
case, high values of the test statistics were recorded for both the Wald test and the F test for
individual and/or time effects. The model describes the variance in the dependent variable
in 72.34%, and the value of the F statistic indicates its statistical significance. The three
coefficients next to the variables—X4, X5, and X7—should be considered as statistically
significant (α = 0.05). An in-depth analysis of the properties of the random component of
the model shows that it does not exhibit heteroscedastic properties (Breusch–Pagan test).

Table 5. Results of the estimation of the model with fixed effects ES4.

Variables Coefficient Std. Error t-Ratio p-Value

const −74,505.200 13,556.100 −5.496 0.000 ***
X1 3972.274 3240.871 1.226 0.226
X2 −37.101 103.915 −0.357 0.722
X3 −0.780 0.625 −1.249 0.217
X4 525.521 114.626 4.585 0.000 ***
X5 8516.222 1813.608 4.696 0.000 ***
X6 −0.955 1.093 −0.874 0.386
X7 0.283 0.064 4.432 0.000 ***
X8 129.099 185.932 0.694 0.491
X9 22.305 106.605 0.209 0.835
X10 −189.728 94.864 −2.000 0.051 *
X11 −3.593 22.392 −0.160 0.873

R2 0.7234 -
F-Statistic 12.6030 0.0000

Wald test (χ2) 138.6330 0.0000
F Test for Individual and/or Time Effects 6.3502 0.0009

Breusch−Pagan Test 17.5234 0.0933
* α ≤ 0.1; *** α ≤ 0.01. Source: own elaboration based on the Farm Accountancy Data Network [111].

As in the case of the ES4 model, for the group of the largest farms (ES5), a linear model
with fixed effects was used to describe the profitability of work (Table 6). The necessity
of abandoning the use of the classic panel model was indicated by the high values of the
test statistics of Wald’s test and the F test for individual and/or time effects. The model
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describes the variance in the dependent variable at 48.13%, and the value of the F statistic
indicates its statistical significance. The three coefficients next to the variables—X4, X9 and
X10—should be considered as statistically significant (α = 0.05). The test statistics of the
Breusch–Pagan test also indicate that the model does not exhibit heteroscedastic properties.

Table 6. Results of the estimation of the model with fixed effects ES5.

Variables Coefficient Std. Error t-Ratio p-Value

const −115,589.000 40,680.600 −2.841 0.006 ***
X1 14,610.152 9034.753 1.617 0.112
X2 −346.381 288.828 −1.199 0.236
X3 −0.466 2.008 −0.232 0.817
X4 1484.159 355.157 4.179 0.000 ***
X5 6934.137 4669.461 1.485 0.143
X6 0.483 1.257 0.384 0.702
X7 −0.026 0.103 −0.247 0.806
X8 −276.349 314.543 −0.879 0.384
X9 −599.909 234.243 −2.561 0.013 **
X10 −889.734 296.754 −2.998 0.004 ***
X11 16.690 36.076 0.463 0.646

R2 0.4813 -
F-Statistic 4.4716 0.0001

Wald test (χ2) 49.1875 0.0000
F Test for Individual and/or Time Effects 5.8291 0.0016

Breusch−Pagan Test 12.8345 0.3043
** α ≤ 0.05; *** α ≤ 0.01. Source: own elaboration based on the Farm Accountancy Data Network [111].

5. Discussion

The analysis of the factors that determine the profitability of work of farms shows the
existence of their diversified impact in various groups of farms. Only in the group of the
smallest farms (ES1—statistically significant) were dependencies between the labor market
and labor profitability recorded (Table 2). A negative impact of the increase in wages in the
national economy (average monthly gross wages and salaries) on the labor profitability
was found. Rising wages cause the effects of pull labor. This reduces the involvement of the
farmer and their family in working on the farm, thus limiting the possibility of increasing
agricultural production and income from agricultural activity. The results of this statistical
analysis indicate the necessity to use rural development policy instruments that stimulate
the creation of jobs outside agriculture. These instruments should be primarily dedicated
to the farmers with small farms. The result of such activities should be the improvement
of the living conditions of small farmers, as well as the release of land resources that
can be used for the development of other farms. The importance of off-farm income is
indicated by many authors [112–115]. Emphasizing the importance of this non-agricultural
income in ensuring an adequate standard of living for agricultural families, especially in
small farms, attention is drawn to the negative impact on agricultural production and the
subsequent positive influence on the purchase of means of production. When analyzing the
impact of the labor market on the profitability of work in farms, there is no impact of the
unemployment level. Only in the group of the smallest farms did the level of remuneration
have a statistically significant impact on the profitability of work. This analysis shows
that, in the remaining groups of farms, labor resources can be effectively used on the
farm, and it does not necessitate the search for additional sources of income outside the
farm. However, it should not be considered that, for other farmers (from farms ES2–ES5),
the level of wages outside agriculture does not play an important role (Tables 3–6). The
comparison of agricultural income to wages in the economy is an important aspect that
determines the level of job satisfaction on a farm and testifies to the standard of living
of farmers. These relationships were not analyzed in the study, which requires further
research. Moreover, the lack of a statistically significant impact of the unemployment
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level, along with the statistically significant influence of the level of wages in the national
economy, suggests that farmers take up additional employment if it is possible to obtain
satisfactory wages. These data may also indicate the disappearance of the role of small
farms in agricultural production in economically developed countries. The decrease in the
number of the smallest farms may be beneficial due to the release of resources (especially
land) from this type of farms and the taking over of these resources by larger farms. This
should stimulate the development of other farms and contribute to the growth of their
competitiveness. On the other hand, one should also remember the functions of these farms
in rural areas and the public goods they provide [13,116]. This requires further research.

The price indices of consumer goods and services (inflation—X4) were among the
explanatory variables in the macroeconomic area that statistically significantly influenced
labor profitability in all analyzed groups of farms. The price indices of consumer goods
and services had a positive impact on the level of labor profitability (Tables 2–6). Research
by Baek and Koo [117] for farms in the U.S. shows that an increase in the interest rate
has a negative impact on the level of agricultural income. Similarly, in the study by
Beckman and Schimmelpfennig [25], an increase in the interest rate had a negative impact
on the level of agricultural income. The negative relationship between interest rates and
agricultural incomes seems obvious, but in our own research, this relationship is reversed.
When looking for the reasons for such dependence, attention should be paid to the change
in the political situation that Poland experienced after 2004. In 2004, Poland joined the
European Union, which had a clear impact on the economic situation in the country.
Poland’s accession to the EU improved the situation of farmers in agricultural markets.
The downward trends in agricultural commodity prices were reversed, and they stabilized
compared to the situation before the accession [84]. Additionally, the prices of food grew at
a much faster pace than the prices of non-food products; moreover, in this period, consumer
incomes grew much faster than inflation or food prices [118]. These factors contributed to
the improvement in the economic situation of farms. Moreover, it should be noted that
the level of indebtedness of the analyzed farms was low (Table 1), which did not burden
farms with credit costs. Farmers usually reduce the financial risk related to debt, which
may inhibit the dynamic development of farms but increase their resistance to financial
market disturbances [38,119–121].

The macroeconomic variable index of price relations (“price gap”—X1) had a positive
and statistically significant impact on the profitability of labor only in the group of ES2
farms (Table 3). Labor profitability goes up as agricultural commodity prices increase at a
faster rate than agricultural input prices. This is confirmed by the results of research by Baek
and Koo [117]. Price relations in agriculture are closely related to the profitability of farms.
Low and volatile agricultural commodity prices, coupled with ever-increasing agricultural
input prices, are the most common economic risks faced by farmers. Similarly, in the studies
by Czyżewski et al. [47], attention was drawn to the instability of agricultural product
prices, which poses a risk of the destabilization of agricultural income. For this reason, agri-
cultural policy should focus on instruments limiting market risk (ex. revenue and margin
insurance) [45,122–128]. It is also possible to promote collective forms of farmers’ activity
or the integration of farmers with agri-food enterprises, which improves the bargaining
power of farmers in the market and allows for the possibility of price negotiation.

The agricultural production efficiency index (X5) was included in the model, explain-
ing the statistically significant work profitability in farms of the size classes ES1, ES3 and
ES4. The increase in the value of this index had a positive effect on the profitability of labor.
This confirms the dependencies found in many studies by other authors [129–134] and
points to the need for undertaking actions supporting technological progress in agriculture.
In particular, these actions should be focused on smaller farms, as they may have prob-
lems with the implementation of new technological solutions due to the limited financial
resources. In the group of ES5 farms, no statistically significant relationships were noted,
which may indicate a higher level of technological advancement of these farms. These
observations are crucial for the policy of supporting investments in farms. Such instruments
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should be mainly directed toward the medium-sized farms. Larger farms may introduce
new technological solutions without financial help from public funds.

Another group of explanatory variables is that of microeconomic indicators that char-
acterize the analyzed farms. Among the micro-economic variables, the technical equipment
for work indicator (X7) had a statistically significant influence on the profitability of labor.
At the same time, a statistically significant positive effect of this index was recorded only in
the farms of the ES3 and ES4 groups. The importance of modern equipment for the efficient
functioning of farms is often emphasized in the literature of the subject [133,135,136]. More-
over, a change in the ratio of prices of production factors (especially dynamically growing
labor costs) makes it necessary to replace labor with capital [51,52,107,108]. In the analyzed
farms, the process of replacing work with capital had a positive and statistically significant
impact on the profitability of work only in farms in the ES3 and ES4 groups (Tables 4 and 5);
in the remaining analyzed groups, no such correlation was noted. This may result from the
fact that, in the group of farms ES1 and ES2, the value of technical equipment for work (X7)
was too small (Table 1) to obtain a positive effect of the increase in technical equipment for
work. On the other hand, the group of farms ES5 was characterized by the highest level of
technical equipment for work, and its further increase did not result in the improvement of
management efficiency. These farms (ES5) may have already reached the optimum level of
technical equipment for work in relation to their size and production capacity. This is an
important observation from the point of view of agricultural policy instruments supporting
the investment activity of farmers. This indicates the need to precisely define the support
criteria and direct it to a selected group of farms. These results correspond to the above-
presented relationships between the profitability of labor and the agricultural production
efficiency index (X5). Further research should also pay attention to the marginal efficiency
of capital in various farms. In addition, an important issue is also the quality of machinery
and equipment, their degree of modernity, technological advancement and innovation.
This requires more detailed research. It is worth noting here that the other two indicators
concerning the relationship of production factors (technical infrastructure of the land—X6
and land-to-labor—X8) had no statistically significant impact on the profitability of work
in the analyzed groups of farms (Tables 2–6).

Among the microeconomic variables, the debt ratio (X9) was introduced into the
model, but only on farms from groups ES1 and ES5. The increase in the debt ratio had a
positive impact on labor profitability in ES1 farms, and it had a negative impact in ES5
farms. The financial literature indicates that the growth in debt may have a diversified
impact on the financial situation of farms [137–141]. Taking a loan allows for investments
and farm development, but too high of a debt level increases the financial risk. In very
small farms (ES1), the debt level was low (Table 1), which allowed for the use of the
financial leverage effect. In large farms, the level of debt was much higher (Table 1), but it
should also be noted that it was not a very high level of debt. Despite this, the increase in
indebtedness had a negative impact on the level of work profitability. This may indicate a
lower resilience of farms, especially larger ones, to the financial risk related to the growing
level of debt. Rising operating costs can burden farms for a long time. Moreover, the
specific features of agriculture, resulting from its high dependence on natural, climatic,
technological and socio-cultural conditions, affect the specificity of finance in agriculture. In
agricultural production, there are usually long production cycles that require pre-financing,
leading to a high susceptibility to natural risk. There is a need for specialized machinery
and equipment, creating demand for long-term capital and leading to a high volatility
of cash flows and economic results. For this reason, it is an important signal for the
agricultural policy, indicating the need to mitigate the consequences of credit restrictions in
agriculture [142–145].

In a further analysis, attention was drawn to the relationship between the level of
subsidies obtained by farmers as part of state aid and the level of labor profitability. These
issues are widely discussed in the literature on the subject, and the conclusions drawn
from these studies are not unequivocal. It is indicated that the impact of subsidies on
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management efficiency, agricultural income and the modernization of agriculture may
be positive or negative. It depends on the type of subsidies, the scale of support and
the rules for granting subsidies [29,87,146–151]. The research also found a diversified
influence of operating subsidies on the profitability of work. In the smallest farms (ES1), a
statistically significant and positive impact of subsidies on the increase in labor profitability
was recorded (Table 2). This is due to the large role of subsidies in shaping the profitability
of work (Table 1). In this type of farms, operating subsidies constitute a significant support
of agricultural income and may be responsible for the duration of these farms. In the groups
of farms ES2 and ES3, operating subsidies did not have a statistically significant impact
on the level of work profitability (Tables 3 and 4). On the other hand, in the largest farms
(ES4 and ES5), they had a statistically significant and negative impact on labor profitability
(Tables 5 and 6). This may result from the fact that the decreasing level of subsidies forces
farmers to take the trouble of looking for other sources of improving the profitability of
work, e.g., in terms of improving the efficiency of farming. Operating subsidies may cause
the effect of the “laziness” of farmers, consisting in the lack of motivation to improve
the efficiency of the functioning of the farm. It is also emphasized that subsidies are an
important decision variable taken into account in the profitability and optimization accounts
of farm managers [152], prompting them to behave more riskily. This can also be the cause
of negative dependencies between the profitability of work and the level of subsidies.
Despite the fact that government support for European agriculture focuses, inter alia, on
ensuring an adequate and stable level of income for farming families, the authors’ own
research found a diversified impact of agricultural subsidies on labor profitability: positive
for very small farms (ES1), negative for large farms (ES5) and no statistically significant
correlations in other groups of farms. This indicates a high dependence on the agricultural
policy mechanisms of very small farms and a lesser dependence for others. However, this
analysis needs to take into account the context of the specificity of Polish agriculture, where
very small farms predominate (it is estimated that, out of 1,411,000 farms, only 300–400,000
are potentially developing), which do not produce for the market or occasionally sell their
products. For this type of farm, the mechanisms of agricultural policy may be important
in shaping agricultural income. In the FADN agricultural accounting system database,
commercial farms selling their products on the market are mainly represented. For this
reason, the analysis of factors determining the profitability of labor in very small farms of
a social nature (production intended for household needs or occasionally sold) requires
separate studies that also take into account their role in the social environment related to
maintaining the vitality of rural areas and natural environmental benefits (e.g., maintenance
of biodiversity). Moreover, the methodology used in the FADN system does not take into
account the income obtained by farmers from sources other than agricultural production,
which makes the analysis of the income situation difficult [18]. Further research on the
impact of subsidies on labor profitability should focus on the structure of obtained subsidies
and their role in shaping agricultural income, as well as on their importance in the process
of the modernization of farms.

The last microeconomic factor taken into account was the investment effort index (X11).
A statistically significant influence of this index on work profitability was found only in the
smallest farms (ES1 and ES2). The increase in the investment effort negatively influenced
the level of work profitability. This may result from the fact that these farms generate a
low level of agricultural income, and the implementation of investments (even small ones)
significantly burdens such farms, negatively affecting their financial situation, especially in
terms of financial liquidity. Moreover, small farms may implement unprofitable, too small,
replacement investments which do not allow for the significant development of the farm,
achieving a production scale ensuring a significant increase in agricultural income. This
may be related to barriers to the development of such farms, but it requires further research.
In the remaining groups of farms, no statistically significant impact of the investment effort
index on the level of work profitability was recorded. The investment effort in the farms of
the ES3–ES5 groups was much higher than that in the farms of ES1 and ES2. This may result
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from the fact that these farms implement rational and profitable investments that do not
burden the economic result with excessive costs, but due to the presence of a technological
treadmill, they cannot have a positive impact on the level of agricultural income [13,75,153].

This article estimates models of labor profitability determinants in farms diversified in
terms of economic size. The profitability of labor is one of the basic criteria ensuring the
sustainability of a farm and its development possibilities, and it is also a prerequisite to
providing a wide range of desired services from agriculture, ranging from the provision of
food to environmental goods and services and cultural services [154,155].

A diversified influence of selected factors determining the level of profitability of work
in agriculture in particular groups of farms was found. The econometric models developed
also indicate different strategies that are adopted by farmers on various farms. There is
no single solution here; strategies for improving the profitability of work must take into
account the specificity of a given entity.

6. Conclusions

In conclusion, it is worth paying particular attention to the importance of macro-
economic factors and agricultural policy. The analysis showed a diversified influence
of macroeconomic factors, but in all analyzed groups of farms, a positive influence was
found regarding the price indices of consumer goods and services (inflation—X4). This
analysis shows the importance of macroeconomic factors in shaping the work profitability
of farms of various economic sizes, both in small and large ones. In the analyzed group
of farms, small farms, despite a small scale of production, were present in agricultural
markets (they sold their production; they were not farms focused on production for their
own needs). Therefore, thanks to contacts with agricultural markets, macroeconomic
conditions were transmitted to farms, even the smallest ones. In the context of the impact
of macroeconomic factors and the lack of influence of subsidies on labor profitability, it is
worth considering the mechanisms of agricultural policy. Admittedly, subsidies increase
the level of agricultural income. It cannot be ruled out, however, that, in the conditions of
ceasing subsidization, farmers would be forced to improve the efficiency of farming, which
would favor an improvement in income. Secondly, in the absence of subsidies, one should
expect an increase in the prices of agricultural products and, on the other hand, a decrease in
the prices of the means of production. Thus, it can be concluded that part of the payments
from the budget of the Common Agricultural Policy of the European Union (CAP) is
capitalized not only in land prices but also in price relations (the so-called “price scissors”).
It is therefore clear that the potential elimination of the payments would lead to a smaller
drop in income than a simple calculation of the subsidy share in income. The European
Commission estimates that this decrease would amount to approximately 17% [63]. The
research confirmed the influence of the price gap index on the profitability of labor in farms.
For this reason, an important tool of agricultural policy should be instruments limiting the
market risk related to the volatility of prices in agricultural markets. However, this cannot
be achieved by providing guaranteed prices. This direction operated for nearly the first
20 years of CAP, generated high costs and turned out to be ineffective. Currently, attention
is drawn to the need to introduce risk management instruments in agriculture, not only in
the market but also those related to climate change (e.g., revenue and margin insurance,
insufficient area yield and weather index, income insurance).

The obtained results can be the basis for presenting a general conclusion. It seems
possible that, in situations of supporting farms with subsidies, the importance of market
and economic factors will be minor and will not significantly affect the production and or-
ganizational decisions of the farmers running small farms. This is due to the lower income
per person in small farms, which results in the need to look for employment outside of
agriculture. Moreover, such farms will not be an attractive workplace for farmers’ children,
and, due to the lack of successors, they will not develop. There will be a dichotomous devel-
opment of farms. Medium-sized farms will become larger and economically effective, and
smaller farms will perform residential functions, with disappearing agricultural production
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functions. This is due to the need to incur expenditures on development investments,
which might be too heavy of a burden in small farms.

The conducted analysis also indicated the need to pay attention to agricultural pol-
icy instruments that promote the implementation of new production technologies and
innovative solutions. This leads to an improvement in the profitability of agricultural
production, which is positively correlated with the increase in labor profitability. However,
such instruments should be mainly directed toward the medium-sized and smaller farms
that are potentially developing. Large farms can cope without such support.

The models estimated indicate the necessity of using other mechanisms and tools
of agricultural policy for farms of various economic sizes. At the same time, particular
attention should be paid to the mechanisms that allow one to limit the exposure to the
market risk of farms. The analyses relate to a short period of time; in further studies, it is
necessary to pay attention to the influence of the dynamics of changes in macroeconomic,
technical and microeconomic factors on the level of profitability of labor in agriculture.
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Appendix A. Glossary of Used Terms

AWU—Annual work unit. For more details, see: https://ec.europa.eu/eurostat/statistics-
explained/index.php?title=Glossary:Annual_work_unit_(AWU) (accessed on 4 June 2022).
Economic size classes—The farms are classified by size classes, the limits of which are set
out as follows: ES1 (Very small)—standard output between EUR 2000 and EUR 8000; ES2
(Small)—standard output from EUR 8000 to EUR 25,000; ES3 (Medium-small)—standard
output from EUR 25,000 to EUR 50,000; ES4 (Medium-large)—standard output from EUR
50,000 to EUR 100,000; ES5 (Large)—standard output from EUR 100,000 to EUR 500,000;
ES6 (Very large)—standard output ≥500,000 EUR. The economic size of a holding is
measured as the total standard output of the holding, expressed in EUR. For more details, see:
https://eur-lex.europa.eu/legal-content/EN/ALL/?uri=CELEX%3A32008R1242 (accessed
on 4 June 2022).
FADN—Farm Accountancy Data Network
Family farm income—Remuneration to fixed factors of production of the family (work,
land and capital) and remuneration to the entrepreneur’s risk (loss/profit) in the accounting
year. This income is calculated by adding Farm net value added (calculated: Farm net value
added = Total output − Total intermediate consumption + Balance current subsidies and
taxes − Depreciation) to Balance subsidies and Taxes on investment and subtracting Total
external factors (Remuneration of inputs (work, land and capital) that are not the property
of the holder = wages, rent and interest paid). For more details, see: https://agridata.ec.
europa.eu/extensions/FADNPublicDatabase/description.html (accessed on 4 June 2022).
FWU—Family Work Unit—Refers generally to unpaid labor expressed in FWU = Family
work unit = Family AWU.
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58. Czyżewski, A.; Kryszak, Ł. Agricultural income and prices. The interdependence of selected phenomena in Poland compared to
EU-15 member states. Manag. Econ. 2017, 18, 47–62. [CrossRef]

59. Kryszak, Ł. Agricultural models in EU FADN regions and changes in farm productivity and incomes. J. Agribus. Rural Dev. 2018,
50, 403–413. [CrossRef]
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109. Cicea, C.; Subić, J.; Turlea, C. Specific Economic Efficiency Indicators of Investments in Agriculture. J. Cent. Eur. Agric. 2010, 11,
255–263. Available online: https://hrcak.srce.hr/63011 (accessed on 13 July 2022).

110. Donckt, M.V.; Chan, P.; Silvestrini, A. A new global database on agriculture investment and capital stock. Food Policy 2021,
100, 101961. [CrossRef]

111. Farm Accountancy Data Network (FADN) European Commission. 2022. Available online: https://agridata.ec.europa.eu/
extensions/FADNPublicDatabase/FADNPublicDatabase.html (accessed on 4 June 2022).

112. Mishra, A.K.; Goodwin, B.K. Farm Income Variability and the Supply of Off-Farm Labor. Am. J. Agric. Econ. 1997, 79, 880–887.
[CrossRef]

113. Alwang, J.; Siegel, P.G. Labor shortages on small landholdings in Malawi: Implications for policy reforms. World Dev. 1999, 27,
1461–1475. [CrossRef]

114. Barrett, C.B.; Bezuneh, M.; Aboud, A. Income diversification, poverty traps and policy shocks in Côte d’Ivoire and Kenya. Food
Policy 2001, 26, 367–384. [CrossRef]

115. Pfeiffer, L.; López-Feldman, A.; Taylor, J.E. Is off-farm income reforming the farm? Evidence from Mexico. Agric. Econ. 2009, 40,
125–138. [CrossRef]

116. Bisht, I.S.; Rana, J.C.; Pal Ahlawat, S. The Future of Smallholder Farming in India: Some Sustainability Considerations. Sustain-
ability 2020, 12, 3751. [CrossRef]

117. Baek, J.; Koo, W.W. Dynamic Interrelationships between the U.S. Agricultural Trade Balance and the Macroeconomy. J. Agric.
Appl. Econ. 2007, 3, 457–470. [CrossRef]
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