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“Ask me what is the most important thing? And I will reply, it is people. It is people, it is people”  Maori proverb.

Outline

· People productivity is about managing the balance between time and money for all the people working in the farm business.

· Little progress has been made because there are no consistent measures of labour productivity.

· Cost of labour per kg milksolids production ($/kg MS) is suggested as the most effective measure of labour productivity.

· Hours worked per kg MS produced (hours/kg MS) is suggested as a good balance to relate the time cost to the people employed.

· Industry statistics suggest that the labour productivity averages about $1.10 on New Zealand farms.  Best practice is less than $0.50/kg MS.

· Increasing labour productivity will often require a tradeoff with capital expenditure or outsourcing to harness the benefits of mechanisation.

· When spending capital to make labour savings, about twice as much can be invested in non-depreciating items relative to depreciating items.

Introduction

Everyone wants more time and more money. Of course there is often a tradeoff and people choose to sacrifice time for money, or sacrifice money for time. The trick is to learn to produce as much money as possible with the least time sacrifice. This trick usually takes a lot of time to learn.

Although, there is no doubt dairy farmers are prosperous, they have a bad reputation for sacrificing too much time for money. What is worse, is that often it is not only their own but other people’s time they choose sacrifice.

New Zealand dairy farmers have become and remain prosperous because they continually strive to increase productivity. Ever since land was first cleared dairy farmers have pushed to produce more from less. In terms of dairy farming productivity, the key inputs are land, animals and people. Farmers have increased productivity by producing more milk per hectare of land, more milk per cow and more milk per person.

Recently, however, we have been encouraged not to think about our labour resource in the same way as land and animal resources. “labour units are people not another resource to exploit”. Of course labour units are people and as people bring the qualities and complexities that are inherent in all human relationships. Nevertheless, we also must face the brutal fact that labour is one of the largest and most expensive inputs into the dairy farming system. It is a resource, like others, that must be managed effectively and efficiency to ensure a profitable result is achieved. Without profit there is little hope of looking after the human element of your labour resource. 

The industry has a looming labour crisis. From time to time we see the tip of the iceberg bob above the surface. The cause of the problem is many of our current systems do not utilise labour efficiently enough to provide the right mix of money and time to attract the right people to the industry. We need to strive to develop systems capable of producing more milk per person.

Where do we look to improve people productivity?

Technology will undoubted help increase labour productivity, as it has in the past. Robotic milking and cows tolerant to once-a-day are on the research horizon.

Nevertheless, it is important to realise that it is farmers themselves who have championed the large increases in labour productivity the industry has historically enjoyed. This is hardly surprising. It is the farmers and their staff who get out of bed at 5:00 a.m. and often work in excess of 3,000 hour years (Researchers – like the rest of society - probably average only 2,000 hours).

This paper, and the workshop it accompanies, rests with the assumption that many of the answers can already be found on New Zealand dairy farms. To uncover the answers we must decide on the right measure, discover the high performers and learn what we can from the things farmers are already doing to achieve high people productivity.

Measuring people productivity

“You cannot manage what you cannot measure.”

There is an enormous range in productivity between farms within the various dairying regions in New Zealand. Most farmers know (or think they know) the farms that are achieving high levels of production per cow or per hectare. They probably also know where they rank in the local area. However, few if any could start to suggest those achieving the best labour productivity. Even fewer could accurately quantify where they ranked, let alone understand the reasons why.

The primary problem is that there are no clear measures. From time to time various measures have been discussed. For many years small owner operators have talked about how many cows a single farming family could sensibly farm without hired help. As farms have grown, and staff have been employed, ratios of cows per person employed have been compared. More recently, the ratio kg MS/person has been occasionally been talked about. Some have even gone so far as expressing the economic measure of labour productivity, the cost of labour required for each unit of milksolids production.

The problem with all of these indices is that they don’t make the comparison in the numbers that count – money and time. 

· Cows per person (cows/person employed): Makes no attempt to measure the income each cow is producing, the financial cost of the people employed or the time cost to the people employed. 

· Milk produced per person (kg MS/person employed): Milksolids produced provides an accurate indicator of income.  But still  makes no attempt to define the financial cost of the people employed or the time cost to the people employed.

· Cost of labour per kg milksolids production ($/kg MS): While this defines milksolids income and the financial cost to the business, it makes no attempt to measure the cost in time to the people employed, therefore provides no measure of the sustainability or social acceptability (ethics) of the result.

· Hours worked per kg MS (hours/kg MS): Makes no attempt to quantify the financial cost to the business, but considers labour productivity in terms of the time cost to the people employed.

It may be that a single measure is insufficient. Certainly, anything less than the economic expression of labour productivity is of limited value for comparative purposes. In the absence of a more holistic measure, that considers the cost in time to the people, I will focus on the true cost of labour. From a sustainability and ethically point of view, the time input required is also important. Unfortunately, no data is available.

Table 1 provides survey data allowing the three productivity measures to be compared over the last decade. When the value of labour provided by that farming family is accounted for the average dairy farm owner spends $1.08/kg MS. Sharemilkers do slightly better, spending $0.97/kg MS (Table 1). 

Table 1: Some data comparing labour productivity.
	Survey data
	Measures of people productivity

	Year
	Herd size (cows)
	People employed

(FTEa)
	Production

(kg MS)
	Total labour cost ($b)
	Cows/FTE
	kg MS/FTE
	Labour cost

($/kg MS)

	1992
	178
	2.02
	48,900
	58,800
	88
	24,200
	1.20

	1993
	176
	2.02
	48,400
	59,300
	87
	24,000
	1.23

	1994
	175
	2.15
	52,000
	65,800
	82
	24,200
	1.26

	1995
	183
	1.99
	53,300
	66,000
	92
	26,700
	1.24

	1996
	184
	2.01
	55,000
	67,800
	92
	27,400
	1.23

	1997
	191
	1.97
	58,900
	67,100
	97
	29,900
	1.14

	1998
	198
	1.96
	59,000
	64,200
	101
	30,000
	1.09

	1999
	223
	2.07
	61,800
	69,900
	108
	29,900
	1.13

	2000
	227
	2.10
	69,800
	74,900
	108
	33,200
	1.07

	2001
	249
	2.34
	78,500
	84,500
	107
	33,600
	1.08

	
	
	
	
	
	
	
	

	CanLac
	1270
	7.00
	560,000
	263,838
	181
	74,700
	0.47


Based on data from Economic Survey of New Zealand Dariy Farmers (Dexcel 2002).
aFull time equivalent (FTE). Includes labour input from farming family.

bIncludes management wage for time provided by farming family at $46,000

These data would suggest that labour is perhaps the largest single cost of milk production. By comparison, the cost of fertiliser is only $0.46/kg MS and feed and supplements $0.54/kg MS.

The survey also demonstrates that the average farmer is a long way short of best practice - no matter which comparison is used. CanLac Holdings, operated by Russell and Leanne Clearwater, provided anther source of comparative data when they won the upper South Island Fonterra Farmer of the Year (Clearwater, 2003). The Clearwaters’ milk twice as many cows per person as the average farm, produce two and a half times more milk per full time equivalent (FTE) and most importantly, do so at half the cost of labour per kg MS.

Calculating your labour productivty

It is suggested that there are two key measures. 

· Firstly cost of labour/kg MS produced ($/kg MS) – providing an economic measure of labour productivity.

· Secondly, the total hours worked by the farming family and hired staff expressed per kg MS (hours/kg MS) – providing a measure of the sustainability of the system.

If you are serious about improving your labour productivity they must be calculated and monitored regularly. The table provided in Appendix 1 will be used at the workshop to help participants to calculate the labour productivity of their businesses.

Many of you will not require the work table to calculate some of the key measures of labour productivity. It is imperative that they are analysed. I encourage you to sit and calculate the labour cost of milk production (including the adjustment for your time) and the hours worked per kg MS (again, including your own). The survey data indicated that labour is often the single largest cost to milk production. When there are cost savings to be made, the first place to look is where the most is spent. Labour might well be the first rather than the last place to look as your try to reduce the cost of production this season.

What is required for high labour productivity?

There are two key variables that drive labour productivity on New Zealand dairy farms. The first is the amount of milk produced per cow and the second is the number of cows farmed per FTE. Table 2 demonstrates the sensitivity of labour productivity to these variables. Together they allow the calculation of milk production per FTE (Table 1). While any of these indices are not sufficient measures of labour productivity in themselves, they do provide useful diagnostic information.

The key difference between the example of the Clearwaters and the average data compared in Table 1 is the milksolids production per person employed.

The amount of labour required to operate a given farm is almost totally determined by the number of cows farmed. It does not necessarily require more labour to farm cows producing 400 kg MS/cow than that required to achieve 300 kg MS/cow. However, it also does not come about by itself. Additional feed inputs, or the lower stocking rates required to achieve higher levels of performance can require additional labour, however, it is unlikely to counter the efficiency advantages of achieving higher milk production per labour unit (Penno, 1999). 

Likewise, increases in labour productivity in terms of cows milked per person do not come easily. Mechanisation of farming processes tradeoff with the amount of labour required. Outsourcing tasks such as silage making and fertilser spreading are both examples of mechanisation. Likewise rotatary dairies and technology such as cup removers are further examples.

Table 2: Cost of labour ($/kg MS) at different levels of production per cow and different levels of labour input (cows/FTE).

	
	kg MS/cow

	cows/FTE
	300
	350
	400
	450

	100
	1.17
	1.00
	0.88
	0.78

	150
	0.78
	0.67
	0.58
	0.52

	200
	0.58
	0.50
	0.44
	0.39

	250
	0.47
	0.40
	0.35
	0.31

	300
	0.39
	0.33
	0.29
	0.26


Assumes cost of FTE at $35,000/year

In each case, mechanisation will bring costs with it to balance against the savings in labour costs. Capital and depreciation must be evaluated against the labour savings that will result in order for sound decisions to be made.

When weighing up capital expenditure against labour savings, it is important to differentiate between appreciating and depreciating capital items. Far more capital can be spent on non-depreciating or appreciating capital items than on depreciating items when labour savings are sought. For example, a larger tractor and feedout wagon will save labour, but clearly involves capital spends on depreciating items. In contrast, more capital can be spent on a farm with layout, topography and infrastructure that will lead to labour savings, relative to less labour efficient properties (Table 3).

Table 3: Depreciating and non-depreciating expenditure and labour savings.

	Item
	Tractor and wagon
	Better farm

	Amount spent
	$150,000
	$150,000

	Cost of capital (@ 10%)
	$15,000
	$15,000

	Depreciation (@10%)
	$15,000
	Nil

	Total annual cost
	$30,000
	$15,000

	Minimum labour saving required for profit
	$30,000
	$15,000


Employing higher quality labour may also provide a potential mechanism to reduce the labour cost by increasing the numbers of animals farmed per person. 

Scale provides an opportunity to utilise the very expensive skills of a highly competent farm manager by partnering lower cost skills of farm assistants and milk harvesters.

Conclusions

Unfortunately, there are few clear and well-defined answers when it comes to increasing labour productivity. However, we do know that there is a large range in labour productivity across the industry. Herein lies the key.

What is required are some comprehensive studies of those who are achieving outstanding results. In addition to the rest of us using the information for comparative purposes, it is to these people we must look for the next breakthroughs. The technology required for the next significant increase in labour productivity already exists in practice, on various farms around the county. The way to find it is to begin measuring and monitoring and making comparisons. This workshop is simply somewhere to start.
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Workshop summary

A survey of the workshop participants people productivity measures: $/kg MS: 0.49–0.96; cow/FTW: 134–246; kg MS/hr: 20-25; hr/kg MS: 0.03–0.6.



High cost approach:


Development and expanding stage


Some cases – cowshed limiting


Self-contained


Have a life


Older shed, lots of rows


High staff retention


High labour irrigation


Lifestyle – trading dollars for time


Focus on staff retention – paying well above the average

Low cost approach:


Low supplement input


Do big hours themselves


High proportion of sharemilkers


Low number of rows when milking

Experience of staff


Low labour (high cost?) irrigation methods.


Irrigation – centre pivot


High cows per person

Take into account the use of contractors when calculating labour efficiencies.

Conclusions

· Need to be milking lots of cows per person.

· Create a stop doing list – take a risk.

· What is your labour productivity? – Fill out the sheet in detail.

· Start thinking about what you can change, to be where you want to be.

Labour is only one of the cost efficiencies to look at.

Appendix 1: Labour productivity calculation table.

	Farm data

	Total cows milked
	
	
	

	Total annual  production (kg MS)
	
	
	

	Labour data

	People employed


	FTE Employed
	Hours Worked
	Total Hours

Worked

	Farming family


	(a)
	
	(c)

	Staff


	(b)
	
	(d)

	Total FTE employed

(= a + b)
	
	
	

	
Total hours worked
	
	
	(= c + d)

	Cost of labour

	
	Wages and Salary
	Bonuses Paid
	Total

	Farming family
	
	
	(a x $46,000)

	Staff
	
	
	

	Total Labour cost
	
	
	

	Labour productivity calculations

	Cows/total FTE
	
	
	

	kg MS/total FTE
	
	
	

	Total cost of labour $/kg MS
	
	
	

	Total hours/kg MS
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