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Introduction


Dairy farming in the South Island has changed rapidly during the nineties and seems set to continue this trend. Farm numbers have grown despite the closing/sale of dozens of small farms in the “traditional” dairying parts of the South Island, particularly those areas with heavy soils. The contrast between smaller one-family operations and the growing sector of large scale operations is becoming more evident. In addition to an increase in scale, dairy farms and their management are becoming more complex, with ownership structures to match. 





Several factors have affected growth


In the last two seasons several factors have affected growth, generally slowing it down. Dairy companies, charged with processing the milk, have had to be careful in allowing unbridled growth when processing capacity has had limitations, and there might be implications on returns to existing shareholders. The industry itself is still trying to establish the best ownership and operating structure that allows change within a cooperative industry to occur. Moratoriums, different payment structures, differing share structures and values and differing future projections have all combined to cloud the market for existing and potential dairy farms. If some of these measures had not been in place, individual farmers or groups would have accelerated their own business growth and developments.





Profit and growth drivers more obvious


The drivers of production and profit are becoming more obvious to dairy farmers. Production and profit have always been linked, although one does not necessarily presuppose the other. As the real value of milk has declined or stabilised, farmers have pursued production efficiencies and cost efficiencies. There is an increasing emphasis on the efficient running of the farm business, and on the returns to capital for that business. More farmers are now interested in the opportunity to grow their business and their wealth, and the opportunity to do these is strong in the South Island.











Conversion and development is being done better


There are two obvious options in converting or developing a dairy farm. One is to do it gradually, mostly out of income and with minimal debt. This process is slower, with a gradual improvement to production, income and profit streams. The second option is to capitalise the development up front, resulting in a quicker, more comprehensive development, with subsequently stronger production, early income and profit streams. 


The latter option is gathering support, and has generally been shown to realise better returns to investors, both in the short and long term. It is realistic to expect well-capitalised conversions to be performing in the upper decile of both production and profit within two years of commission. Examples are documented in the International Large Herds Conference 2000 proceedings. This is a significant factor fuelling growth in the South Island dairy industry.





Basis of predictions


The growth predictions in this paper are based on historical trends from a variety of sources, then modified using the opinions and information of local “experts.” The data sources include Livestock Improvement, “Dairying Statistics” 1993 to 1999, which in turn uses information “…from dairy companies and from information stored on the Livestock Improvement National Database.” The author also spoke to dairy company liaison personnel, selected dairy service sector industries, as well as several private dairying consultants, and farmer/developers operating in the regions. The data was finally considered by FarmWise consultants and consulting officers from each region in the South Island. The five South Island regions are the same as used in LIA statistics.


The projections are a combination of (a) historical data trended forward and (b) most-likely scenarios that consider the large number of factors that inevitably affect the growth of dairying. Some of the factors allow relatively straightforward prediction (e.g. estimates of efficiency gains to animal production or labour efficiencies) while other factors are quite complex, and extremely difficult to predict (e.g. the effect of increased production on market and payout; the market reaction to changing supply and/or demand for land etc).


The various on-farm and off-farm variables have been considered and then applied to the historical trends to provide a conservative but best-information scenario.





Growth predictions


The factors of growth used as the basis for predictions included two physical variables (herd numbers, and farm size) as well as two efficiency indicators (milksolids per cow, and stocking rate). When these factors are considered in tandem, they result in subsequent predictions for herd size, and milksolids produced per farm.





Herd numbers


Table 1: Number of herds.
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1993


�






95/96�






96/97�






97/98�






98/99�






2002�






2005�
Projected 6 year increase (herds) �
% change over 6 years�
�
Nelson/Marlb.�
319�
332�
343�
341�
343�
346�
349�
6�
2%�
�
West Coast�
339�
357�
373�
371�
371�
378�
386�
15�
4%�
�
Canterbury�
432�
479�
489�
534�
544�
620�
707�
163�
30%�
�
Otago�
222�
263�
280�
297�
302�
355�
417�
115�
38%�
�
Southland�
309�
429�
452�
471�
467�
566�
685�
218�
47%�
�
�
�
�
�
�
�
�
�
�
�
�
South Island�
1621�
1860�
1937�
2014�
2027�
228�
2544�
517�
24%�
�
Ave SI annual growth�
7%�
4%�
4%�
1%�
4%�
4%�
�
�
�



Herd numbers in Nelson/Marlborough and the West Coast are expected to remain relatively static. The remaining three parts of the South Island are predicted to grow by a minimum of 518 herds (refer Table 1). On a regional basis, this is expected to be Canterbury: +162 herds (+30%), Otago: +116 herds (+38%), and Southland: +218 herds (+47%).


Factors to consider regarding the number of farms/herds include the impact on the land market for existing, new and potential dairy land, alternative land uses and their values, and environmental and compliance issues. As dairying becomes more visible, it will attract more attention regarding resource management and allocation. 





Farm size


Table 2: Farm size (effective hectares).
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1993�






95/96�






96/97�






97/98�






98/99�






2002�






2005�
Projected 6 year increase


(hectares)�
% change over 6 years�
�
Nelson/Marlb.�
78�
82�
85�
89�
91�
93�
95�
4�
4%�
�
West Coast�
101�
110�
117�
119�
118�
120�
122�
4�
3%�
�
Canterbury�
103�
122�
132�
140�
155�
178�
205�
50�
32%�
�
Otago�
101�
115�
124�
126�
139�
158�
180�
41�
29%�
�
Southland�
110�
124�
130�
130�
139�
156�
175�
36�
26%�
�
�
�
�
�
�
�
�
�
�
�
�
South Island�
99�
111�
118�
121�
128�
141�
155�
27�
19%�
�
Ave SI annual growth                   6%              6%             3%            6%             3%             3%�
�
�
�



Farm size in Nelson/Marlborough and the West Coast is expected to increase slowly, by about 4% over the period. In the other regions, farm size is expected to grow by 12-15% as follows - Canterbury: from 155 to 205 ha; Otago: from 139 to 181 ha; Southland: from 139 to 174 ha.


Factors to consider regarding average farm size - the average size of new conversions is increasing every year; many existing farms are growing by using adjoining pieces of land, or bringing in new land within the farm. (Note that despite the moratorium on new supply for large parts of the area, growth of about 7% has occurred as farmers seek out and capture local opportunities.)





Stocking rate	


Table 3: Stocking rate (cows per effective hectare).
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1993�






95/96�






96/97�






97/98�






98/99�






2002�






2005�
Projected 6 year increase (SR/cow )�
% change over  6 years�
�
Nelson/Marlb.�
2.3�
2.5�
2.4�
2.5�
2.5�
2.5�
2.6�
0.0�
0.0�
�
West Coast�
1.8�
1.7�
1.6�
1.7�
1.8�
1.9�
1.9�
0.1�
0.0�
�
Canterbury�
2.4�
2.7�
2.8�
2.9�
2.7�
2.9�
3.0�
0.3�
0.1�
�
Otago�
2.1�
2.6�
2.5�
2.8�
2.7�
2.8�
2.9�
0.2�
0.1�
�
Southland�
2.0�
2.4�
2.5�
2.7�
2.6�
2.8�
2.9�
0.3�
0.1�
�
�
�
�
�
�
�
�
�
�
�
�
South Island�
2.1�
2.4�
2.4�
2.5�
2.5�
2.6�
2.7�
0.2�
0.1�
�



Stocking rate is considered likely to remain relatively static in the northern and western areas of the south herd, but should show gains of 7-11% in other areas. Gains to stocking rate are generally a reflection of better feeding and/or improvements to management, and these have shown steady progress over the last 6 years. Southland and Otago’s gains have been higher on a percentage basis than Canterbury, but had started from a lower base in 1993. In other words, they have caught up, to some degree, but are not likely to continue that accelerated progress to overtake Canterbury. This is primarily a response to the degree of control over the resources of production - especially water, and well irrigated Canterbury farms continue to have more control over feed and feeding variations than farms in other areas.





Herd size	


Table 4: Herd size (milking cows).
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1993�






95/96�






96/97�






97/98�






98/99�






2002�






2005�
Projected 6 yr increase (herds) �
% change over 6 yrs�
Projected year increase (total cows)�
�
Nelson/Marlb.�
182�
204�
201�
223�
229�
236�
243�
14�
6%�
4886�
�
West Coast�
178�
183�
193�
207�
218�
225�
232�
14�
6%�
5404�
�
Canterbury�
244�
331�
366�
403�
424�
513�
621�
197�
46%�
139279�
�
Otago�
217�
299�
316�
347�
373�
440�
519�
148�
39%�
60882�
�
Southland�
224�
294�
321�
345�
385�
�
509�
144�
39%�
98640�
�
�
�
�
�
�
�
�
�
�
�
�
�
South Island�
209�
262�
279�
305�
332�
391�
463�
131�
�
�
�
Ave SI annual growth                        16%            6%              9%             9%              6%             8%          27%                                    309091                                                                                                             �
�



Herd size is a function of farm size, and stocking rate. There is expected to be minor growth in herd size in Nelson / Marlborough and the West Coast, about 6% or 14 cows over the period. In the other regions, where farm size and stocking rate have increased more, herd size is expected to grow significantly, as follows: Canterbury: from 424 to 621 or 46%; Otago: from 373 to 519 or 39%; Southland: from 365 to 508 or 39%.


Note that herd size in Canterbury continues to expand further than other areas. This follows the current trend of the large number of megaherds being established there, particularly by syndicates of owners. The reliability of production allied with availability of feed and good feed conversion / utilisation are important factors that enable a more aggressive approach to business risk.


A major question mark exists over the availability of this number of additional cows or young stock to be sourced to allow this growth. The necessary growth approaching 50 000 animals per year is at the outside range of the possible numbers of surplus replacements available nationally. This is based on the size of the national herd bred to AB, and the replacements necessary to sustain that national herd.





Milksolids per cow	


Table 5: Milksolids per cow.
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1993�






95/96�






96/97�






97/98�






98/99�






2002�






2005�
Projected 6 year increase (herds) �
% change over 6 years�
�
Nelson/Marlb.�
N/a�
275�
293�
286�
264�
272�
280�
16�
5%�
�
West Coast�
N/a�
284�
303�
292�
264�
272�
280�
16�
5%�
�
Canterbury�
N/a�
275�
291�
283�
299�
308�
317�
18�
5%�
�
Otago�
N/a�
273�
289�
285�
293�
302�
311�
18�
5%�
�
Southland�
N/a�
284�
297�
294�
298�
307�
316�
18�
5%�
�
�
�
�
�
�
�
�
�
�
�
�
South Island�
�
279�
295�
288�
286�
295�
305�
19�
5%�
�



Of the factors contributing to growth, this one should be the easiest to predict. Despite the occasional variations in areas subject to adverse events (e.g. the extremely wet season on the West coast, or the east coast drought), there has been a gradual and constant improvement in milksolids production per cow for all areas in the South Island and New Zealand. This improvement is a function of improved feeding and management, alongside a gradual improvement in genetic merit.


The growth predictions for dairying incorporate a continuation of this trend by 5-6% over the period, or slightly less than 1% compounding annually. The figures seem lower than reported among farmers, but use the same basis for reporting that the herd census and “Dairying Statistics” models currently in use.


Milksolids per farm	


Table 6: Milksolids produced per farm (kg).
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1993�






95/96�






96/97�






97/98�






98/99�






2002�






2005�
Projected 6 year increase (herds) �
% change over 6 years�
Projected year increase (total cows)�
�
Nelson/Marlb.�
52966�
56178�
58907�
63813�
60390�
64122�
68024�
7634�
13%�
 2664266�
�
West Coast�
49693�
51928�
58435�
60467�
57550�
61198�
65014�
7464�
13%�
 2881104�
�
Canterbury�
75803�
90995�
106470�
113860�
126757�
158011�
197072�
70315�
55%�
 49712705�
�
Otago�
68755�
81518�
91166�
98946�
109420�
132986�
161616�
52196�
48%�
 21765732�
�
Southland�
65394�
83461�
95437�
101301�
108931�
132526�
161252�
52531�
48%�
 35839885�
�
�
�
�
�
�
�
�
�
�
�
�
�
South Island�
62903�
74204�
84011�
90414�
96170�
117221�
143875�
47705�
48%�
112683692�
�
(all weighted averages to reflect region’s respective sizes)�
�
�
�
�
�
Ave SI annual growth                      9%            13%              8%           6%               7%             8%�
�
�
�



This figure is the combination of three factors increasing in tandem - the size of farm, the stocking rate (and hence size of the herd), and increasing production per cow. This marginal approach to total growth in milksolids has been moderated to some degree by a conservative approach to each of the component factors, as outlined in this paper above. The resultant predicted growth is significant, perhaps spectacular.


Average production per farm is expected to increase in the regions as follows -  Nelson / Marlborough, and the West Coast: by over 7000 kg MS or 13%; in Canterbury by about 70,000 kg MS or 55%; and in both Otago and Southland by similar amounts of over 52 000 kgMS or 48%. Note also that the average weighted increase (considers the effect of the different sizes of the regions) across the South Island is 48%, or an additional 112 million kg MS to be processed.


The obvious question is “Is there sufficient capacity to process this additional milk?” Recent announcements have been made by dairy companies regarding their capital expansion and development plans for various processing sites around the South Island. There is insufficient information available publicly to comment further at this stage, but it appears that expansion of processing capacity in the South Island is under way, and is likely to accommodate projected growth.





Summary of South Island growth projections to 2005


The factors considered above relate to two types of variable:


Those internal to the farm or within the manager’s control (eg stocking rate or farm 


                  size decisions)


Factors external to the farm (eg the effect of change on land markets or product 


	       prices).


In making any predictions, it is impossible to consider all of the various interactions between these variables, and their likely effects on market factors. The implications of growth on supply / demand of land, cows and infrastructures is largely unknown. The provision for suitable staff resource to meet these growth predictions is crucial, and is discussed below. Other factors such as the availability of service providers, the logistics of organising and building for this growth, the reality of timeframes for development etc must all be considered, as any one of these factors may stymie growth in an area or for the whole sector. Despite this, it is reasonable to expect the following as a conservative estimate of growth for the South Island as a whole in the period to 2005:


24% more herds or farms


19% increase in average farm size


27% increase in average herd size


48% increase in milksolids (both per farm and in total)


                 stocking rate expected to increase by 6% 


Milksolids per cow expected to increase by 5%


Milksolids per ha to increase by 11%


If the projected growth and production increases occur, the South Island will be producing 30% of the New Zealand total production - this assumes growth over the period of 4% in the North Island. For the 1999/2000 season, the South Island produced an estimated 23-24% of the total milksolids.





Challenges and opportunities in staffing this growth


If the predictions as outlined above are accepted, a consideration of the implications for staffing and labour is necessary. Table 7 considers a number of possible scenarios linking this growth with the labour resource requirements in the South Island.


One measure of productivity and / or performance regarding staffing is the average number of cows farmed per labour unit on that farm. The labour units are all the people needed to operate the business, including any “unpaid” or family labour or management input. It is difficult to get an accurate estimate of this figure for any sector of the market - whether by region or by farm size. Information from various parts of the industry, primarily farmers, suggests a large range of figures, and also suggests that economies of scale do exist for this resource. Given that the South Island has a larger average herd size than the rest of the country, this paper uses the assumption the average across the South Island is currently about 170 cows per labour unit.


An improvement to efficiency of 2% over the 5 year period would see the ratio of cows per person increase to 184 cows/person, and an improvement of 4% over the same period would see the ratio improve to 200 cows/person. This has large implications for the number of additional staff required.


With various improvements to the efficiency of milking and other farming operations (in other words the ratio of people to cows) remains the same, the following scenarios are possible.





Table 7: Dairy farm staffing and labour.


�
Total people involved


(ie 170 cows/person)�
Total people involved 


@ 170 cows/person�
Total people involved 2005


@ 184 cows/person�
Total people involved 


@200 cows/person�
�
Nelson/Marlb.�
462�
500�
462�
426�
�
West Coast�
476�
525�
485�
447�
�
Canterbury�
1357�
2579�
2382�
2196�
�
Otago�
663�
1276�
1179�
1086�
�
Southland�
1008�
2047�
1892�
1743�
�
Total�
3960�
�
�
�
�
Extra staff required�
�
2450�
2000�
1578�
�
(minus new owners)�
�
�
�
�
�
			


The best-case scenario shows that in excess of 1500 new staff positions will be required to accommodate the dairying growth, with the figure perhaps being significantly higher if labour efficiencies are not improved in the period. The market for appropriate labour will be sorely tested to accommodate this growth. The upside of growth, both historical and projected, is that the South Island is leading the way in terms of improving job conditions and opportunities. The under supply of labour will ensure a competitive edge to recruitment and retention of staff, which in turn should flow into further improved job conditions, a wider range of positions, and better opportunities for progression through the industry as a bona fide career. This in turn should attract more entrants into the industry. 


One purpose of this part of this study is to flag this important issue to the industry, and signal the exciting opportunity that exists for growth and development of the dairy industry labour resource. Unless the industry takes responsibility for this development, South Island dairying growth is jeopardised. Several initiatives have been started by various groups (e.g. LIA, Large Herds, Sharemilkers Association) but there is a lack of co-ordination of this labour challenge. Perhaps the organisation responsible for this Event (South Island Dairy Event) should be taking the lead, and assuming a more active role in lobby or organisation of this aspect of the dairy industry.


	


�
Implications of growth to 2005


There are implications for existing and new dairy farmers and their businesses as they face this growth challenge. Everyone will be affected to varying degrees, as the dairy industry adjusts to a more commercial and aggressive approach. Even the dairy farms in areas where growth is not apparent will be faced with decisions, for example regarding rearing/selling surplus stock or feed, perhaps affecting their own grazing or farming opportunities. Standing still or ignoring the growth issues is not a good business option. The effects of growth are best examined by looking at the implications for an individual business and its operators. The answers may vary for individuals, but the questions probably apply to all South Island dairy farm businesses.





Is your business prepared for this growth?


What are the challenges for your existing dairying business? Are the resources of production that are currently available to you going to be challenged / affected? Have you a business plan in place that addresses the various options open to you, with the implications for a range of possible scenarios over the next few years?


If your business is growing, are the systems you have in place able to accommodate expansion? For example, is the monitoring and reporting system appropriate, regardless of scale. Can you analyse systems and make the necessary modifications if required? Are your opportunities going to be limited or affected because parts of the system are at their limits?


How appropriate is the support team of professionals around you and your business. 


What about the business opportunities that exist or emerge around you? How aware are you of these opportunities, or is it usually the case that someone else always seems to get in on those opportunities, even though it was right on your doorstep. Has your role changed, and if not, are you making the best use of your time as the manager?


 Efficiency is important regardless of scale. However, as scale increases, efficiency has more impact on both the income and the wealth accumulation that your business offers. Be prepared for this growth, and the opportunities will not be lost.





How is growth affecting staffing on your farm?


As the team involved in operating a farm business gets bigger, so too does the need for careful and planned labour management. This aspect of the business is crucial to success, yet is often one of the most poorly resourced items on the farm budget. The following considerations illustrate why growth may affect staffing: 


Larger numbers of people means more interactions and possible tensions or  


                 challenges between individuals


Housing and the subsequent pressures of 24 hour contact with others becomes a more 


                 difficult issue to manage


Structure, reporting mechanisms and delegation becomes more important as scale 


                 increases


Is retaining some staff for overall stability of the team and its subsequent effect on 


                 the business now more important?


Is recruitment a bigger challenge, and how is the business meeting that challenge?


Should staff training and development be part of the planned system?


Are any members of the team, especially the decision makers, indispensable?


What are the risks to the business regarding staffing?


 The answers to these staffing challenges are complex, and illustrate the need for better and more organised labour management in a growing dairying business.





How is your farm physically coping with growth?


Many dairy farms were originally developed and designed to handle fewer animals and less production than they currently do. There are inevitably pressure points on-farm, particularly for farms that have expanded at the edges, bringing in more land on the boundaries etc. Typically, the system was designed for 60-75% of current numbers, and the property is struggling to cope. Pressure points commonly include:


Size of the farm milking facility.


Tracks, access and cow movements.


Effluent disposal system.


Animal welfare and feeding / grazing management issues. 


Housing may be insufficient now.


As dairy farms increase in numbers and also get bigger, they become more visible to the community and to the general public. With the increases in scale, dairying is becoming more prominent in the public eye. It is already a “discretionary activity” in one District Council area, and is likely to be similarly considered as other stakeholders register their interests and concerns. This increases the possibility of the farming system and practices not being well understood by others, and the possibility of adverse publicity or of interference from external parties. The result of this is an increased emphasis on compliance issues, and the need for well documented Occupational Safety and Health or quality systems etc.


Soil and water management will assume a much higher importance in dairy farmers’ management systems. Sustainable use of resources will become a better defined and monitored measurement. The growth in dairying is accelerating this.





How are you and your family coping with growth?


As a business grows, there is often genuine excitement and enthusiasm for a period. This is occasionally sustained, but is usually cyclical, and has a definite impact on the individuals associated with the business. Personal goals are a crucial part of any business, and should certainly be formalised and incorporated into the overall business plan. If the key people in the business are not sustained, then the business is at risk.


Development and growth often involve “extra” effort or hours. In most cases the driving partner says “...this will only be for a short period.” How often have we heard that? The weeks turn into months, turn into seasons, turn into years etc. The partner and/or family and/or others are affected. This causes tensions and leads to elements of the business being put under pressure, which in turn may eliminate any growth advantages. It can make one wonder if it is all worth it.


Is there a balance in the growth of the business? Can all of the people involved sustain what is happening to them or the business now or in the short/medium term? Only the people involved can answer that.





Summary


   Significant growth of the dairy industry in the South Island is inevitable. The 


                    unknowns are the scale and the timing of that growth.


   Some aspects of growth are external, and outside the direct control of the farmer, 


                    but  most aspects of growth are directly controlled by the decision-makers on  


                    farm.


   Regardless of size or stage of growth, efficiency of operation both of the farm 


                    and the farm business, is important.


   As growth occurs, planning, monitoring and management assume more importance 


                    to the business. There is not necessarily a higher risk associated with a growing 


                    dairy farming business, but the implications of poor decisions carry more 


                    significant effects.
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�
Workshop summary	


Main points of speakers’ presentation


What will the South Island be like in 2005?


Prediction of an extra 308 000 cows


Extra production 112 mkgMS (+48%)


Extra staff needed: 


                           -with no increase in productivity           2450


                           -with 2% increase in productivity	2000


                           -with 4% increase in productivity 	1578





Trends for 2005


24% more farms


19% increase in size


27% increase in herd size


48% increase in milksolids per farm


Growth is inevitable


Growth is under your control. Efficiency is more important than size. Planning, monitoring and managing become more important (a factor of risk).





Points of discussion


Southland has adjoining land available for existing farms to purchase. 


Who are the buyers?


Will there be enough cows (308 000), to meet the growth?


Future requirements for managers with people skills.


Opportunities for staff, the next step may be more difficult.


Think through the strategies "are you going to recruit for a position that isn't there?"


Are you securing land with sufficient scale to accommodate the growth predictions?


What changes do we need to make now to accommodate projections for 2005?


                         -Change in own job description � we may be working with people versus cows


                         -Training staff � take your own initiatives, think about the system and how you


                          personally can do something about it.


Look at the limitations, what are they? What are ways we can combat these? Look at the opportunities, the avenues.


Every prediction of growth has been underestimated � what if it is greater?





Future issues


How elastic is the market/price for products?


Impact on the land and farm market?


Impact on other land uses:


Sheep, beef, deer


Impact on supply of grazing (young stock and winter grazing)


Processing capacity and growth


    Can this growth be sustained by services?


How do we change our business plan to cater for this growth?


What new skills do we need to grow our business?


Need to promote the industry to attract new staff, and retain current staff.
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