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Introduction


It is our desire to see New Zealand dairy industry stay highly profitable and hold the competitive edge in the market place that brings about this team’s observations.


We need to monitor the cost of production. What is it costing us to get every kilogram of m/s we produce? Ladies and Gentlemen, costing production is our (New Zealand’s) only advantage when producing dairy products over the rest of the world. We need to once again remind ourselves of the fact that growing pasture and the efficient harvesting with the right stocking rate is our industry’s major advantage.

Meaning of low input


Low input does not mean low output. Low input is about prioritising expenditure to gain the best profit margins while gaining a high output. The farm should run for between 40% to 50% of gross farm income and done well, (i.e. 30% about average output) can be 30% to 40% of gross farm income. This gives a very high sustainable profit margin that is under control with less risk to your business.

Statement to farmers


I want you to think of the most relaxed farmers who have obtained large wealth from the New Zealand dairy industry, and then ask yourself are they high input intensive farmers or do they run large expansive, low input systems? I bet you think about some large, low input farmer. Why is this you may ask? I will show you why we invest in the low input large expanding dairy farming business for our future investments.


Buying land at the right price is cheaper than intensifying production/ha. If you pay 

$15 000/ha for land that grows 12 tonne DM/ha then the cost/kgDM is 14 c and if the land grows 16 tonne DM/kg it drops to 11 c/kgDM. If you pay $20 000 and grow 12 or 16 tonne DM/ha the cost is 17 and 13 cents/kgDM respectively. These costings assume an interest charge of 8 ½ % and expenditure needed to run the extra land.


So why would you not wish to purchase more land on a low input system and why would you wish to invest in depreciating assets like feed pads, tractors, mixer wagons, more staff, more inputs means less time?


David Graham recently talked about high input farming in Taranaki. His costings to set up a high input farm based on 80 ha were:

$100 000 spent of a feed pad and upgrade effluent system etc.

$50 000 spent on plant upgrade, tractor, better feed wagon etc.

$100 000 spent on feed.

Total
  $250 000 outlay.


Divided by 80 ha = $3125 per ha. The extra production cost in company shares was $1000 per ha. Interest on the total $4125 @ 8% = $330/ha. Additionally there are depreciation costs on the feed (pad) over 10 yrs at $5000, a total of $10 000 pa or $125/ha


This results in an increase in the EFS of $445 (300 +125) per ha before you even look like making and money.


Quoting David Graham “In summary, I believe this is not the path to be followed by New Zealand farmers unless skillwise they are right on the top of the pile. Most New Zealand farmers should not go there.”


There are many New Zealand farmers on small to average size farm that see intensification as the saviour. They work their guts out on high input farming when they would in my opinion be far better off to grow the business.”


A low input dairy farming business creates more wealth, free time and is more bankable. Never forget time is your most valuable asset. Costs and profit will be under your control, there will be less expenditure blowouts in feed, animal health, machinery etc. Machinery needed to run a high input system can be like a creeping cancer into farm profits and cause problems with cashflow. 88% of maize used in dairying in the Waikato is purchased. There is a risk factor if the payout declines. There are some massive expenditure blowouts in feed this past season.


If the payout outlook long term is $4.20 per kgMS and with farm expenditure for the current season running on average $2.60 per kgMS plus $1.26 for debt servicing (being 30% of gross) leaves only 34 cents for personal, tax, capital etc. This will cause farmers major problems.


Between June 1999 and June 2001 the exchange rate decreased 26% and commodity price on average rose 19%. Thus of the 52% rise in farm incomes over that period, about 45% was due to cyclical factors which farmers have little or no control over. The ride ahead may be rough for high input farmers. Hold on to your seats.


Remember your expenditure is some other person’s income. When a downward adjustment in payout happens, seldom does the expenditure decline at the same rate resulting in profit being driven off the bottom line


Beware of people with a commercial interest (e.g. nutritionists, some vets and product sales people). Beware of what they are writing or talking about.


They tell you what is best for stock and production without an economic accountability of the profit margins. I believe that these people are divorced from business reality. Why is it that most nutritionists come from Europe? In my view they stuffed up their farming system over there and they will try to do the same here.


Where should you have invested your money two years ago and where will you invest now? The only limitation to business growth should be the equity you can gain for leverage.


If our family company wish to increase milksolids and gain more wealth we will purchase more land. We are not greedy but we have around $18 million invested in the New Zealand dairy industry from a zero base. We had an equity gain of 300% in two years.

Workshop summary

[John Roche, Alvin Reid, Barbara Kuriger, and Trevor Hamilton]

Key points

High Input ‑ John Roche

· • Low input make money ‑ high input make lots of money.

· • Low input stocking rate to fit feed supply. High input feed supply to fit stocking rate.

· • Farmer of the Year Farmers had high inputs, controlled their costs and had high EFS

Low Input ‑ Barbara Kuriger

· LIFE ‑ Low Input Future Endures

· Economic Survey at $5 payout farmers on average had produced 18 kgMS more $90/ha but had paid $3601ha to achieve that which is equal to a ‑77% return. Therefore high input is only for the top 5% pasture performers.

· RIPE ‑ High Input Production Enterprises

· New Zealand farmers need to learn how to manage pasture before increasing other inputs. Farmers need to go to High School to learn the basics instead of going straight to University

· High input put more pressure on the environment with higher stocking rates/ha

High Input ‑ Alvin Reid

· Low input farmers still change when payout goes up

· High Input is a fast track to a happy retirement, 20% growth in equity

· 400 kgMSper cow are in the top 25% of farmers for EFS, and have higher return on capital, brought in more than five times more feed than low input at average 

20 cents/kgDNI average, feed an extra ton of feed per cow.

Low Input ‑ Trevor Hamilton

· Land still the best option for cents/kgDM even at $30,000/ha and 12TI)~yr still only 24cents.

· Your expenditure is someone else's income

· At a $4/kgMS payout, with a 8OgMS/kgDM response to supplement, to get a 

10 cents/kgDM margin, you can only afford to pay 22 cents/kgDM

High input rebuttal

· It will take 210% of world's land to produce enough food for the population in 2070

· High input systems don't have a detrimental environmental effect

Low input rebuttal

· • Choose LIFE, not HIPE

· • Low input have time and money


The debate result was a draw: No one system suits all, low input systems suit the average New Zealand farmer, but high input systems can be profitable and sustainable for those who can

resource cheap feed
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