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Introduction
Paid labour is one of the highest input costs in dairy farm systems in New Zealand. However unlike other costs such as animal health or fertiliser, often it is difficult to measure whether this money has been well spent. For example, after a farm receives a fertiliser application a visual response can be seen, or even measured. However if an employee is given a $5 000 pay rise, is there a $5 000 increase in profit? This paper assesses the current methods of measuring dollars spent on staff, and suggests some alternatives for the future.

Common measures for comparing staff efficiency

Table 1 summarises 4 common measures of staff efficiency for South Island dairy farms in the 1998-1999 and 1999-2000 season. The 4 measures are:

· Wages ($) per staff member

· Cows per person

· $ per cow spent on wages

· Milksolids (MS) per person.

Note that milk payout has been standardised at $3.75/kgMS for both years.

What trends can be drawn out of Table 1?
· The top 10% on EFS (farm owners and sharemilkers) are more highly stocked, and have 

       produced more milksolids per cow and per hectare

· Sharemilkers run more cows per person than owner operators

· Sharemilkers paid less per labour unit

· The top 10% of sharemilkers and owners pay higher wages per cow

If the top 10% of sharemilkers and owners paid more in wages and made more money, does this mean that 90% of farmers are under valuing their labour? Probably not. This poses the question - is it the manager making the difference in EFS or, is it a combination of a good manager and good staff? It is virtually impossible to isolate an individual staff member’s true productivity, as this will always be a function of the skills of the manager, and the skills of the staff. This conclusion is not specific to labour. For example spending another $20 per cow on animal health may not necessarily be reflected in end of year profit that year but it could contribute to cows being in better overall condition or to getting in calf more easily next season. These effects cannot always be linked directly to having spent more per cow on animal health.

Table 1: Measures of staff efficiency in the South Island over 1998/1999, and 1999/2000 seasons.

Average farm in South Island
Top 10% 

on EFS*
Average

Owner 
Top 10%

owner on EFS*
Average S/milker 
Top 10%

S/milker on EFS*

No. sets of data

Physical data

Cows

Hectares

Stocking rate

Labour 

KgMS
163

406 

157 

2.59

3

143 565
409

129

3.17

3

157 280
75

369 

155 

2.38

3

131 111
387 

119 

3.25

3 

149 352
88

419 

153

2.74

3

147 561
432

139

3.11

3

165 209

1. $ per person

   Includes unpaid    

   labour**
$30 000


$32 650
$30 000


$33 800


$30 500
$31 500

2. Cows per 

    person
135


136
123


129


140
144

3. $ per cow

    Paid labour

   Unpaid labour

   Total


$100

$120

$220
$113

$127

$240
$124

$119

$243
$131

$131

$262


$85

$133

$218
$95

$124

$219

4. KgMS per   

    person
47 855
52 426
43 703
49 784
49 187
55 069

Note: It is important to value unpaid labour (i.e. owner, sharemilker, partner, children) otherwise the labour investment in the farm is undervalued. The industry has developed the following standards, which up to the 2000/01 season were:

Manager’s wage:
Minimum wage = $25 000 (200 cows or less)
Maximum wage = $55 000 (440 cows or greater)

Between 200 and 440 cows = $125 per cow

Other unpaid family labour $22 500 per person

Increases in wages over time
It is inevitable that input costs on dairy farms will rise over time, and labour is no exception. This is not an issue as long as both income and profit increase as well. It might be that to offset the increasing cost of labour, the farm has to become more efficient in other areas such as feed or machinery use. Table 2 and the following graph reviews whether the increasing labour cost has been offset by increasing EFS.

Table 2 summarises money spent on labour, as a proportion of the EFS and Figure 1 outlines the change in $EFS returned for a $ invested in labour over 1996 - 2000. Payout is standardised to $3.75/kgMS for both years.

Figure 1 compares the 1996-8 with the 1998-00 season and shows a declining EFS as a proportion of labour cost for owners and an upward trend for sharemilkers. This poses more questions than answers. Are the efficiency gains on the sharemilkers part a result of labour or, have they made changes to other parts of their operation to offset the increasing cost of labour? Does the trend for both relate as well to other inputs costs? Figures from the Dairy Board Economic Survey over time suggest that although total farm expenses have increased, cash surplus has also increased.

Table 2: Economic Farm Surplus (EFS)* as a proportion of $ invested in labour.**
Season

Average owners
Top 10% owners
Average S/M
Top 10% S/M

1996-8 
EFS $ 
165 247
224 523
 66 512
97 988


Total $ on labour 
 78 242
 82 050
 80 223
72 556


EFS/$ on labour 
2.11
2.74
0.83
1.35

1998-00 


EFS $ 


169 114
248 297
 85 125
140 329


Total $ on labour
 89 762
101 454
 91 418
93 597


EFS/$ on labour 
1.88
2.44
0.93
1.50

**Total labour component, includes paid and unpaid.

This type of analysis, i.e. EFS over input costs, shows the effect that individual expenses have on efficiency.
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Figure 1 : Change in $ returned in EFS for $ invested in labour over 1996-2000 seasons.
Other ways to measure labour efficiency
The previous methods were a financial or tangible ways to measure productivity. However, they have limitations, as mentioned previously, as it is almost impossible to determine the financial contribution of an individual employee to the business.

As outlined in the Winton Focus Farm dairy employment farm survey (Holdaway, 2000), the most important aspect for farm staff, is the working relationship with their employer. Relationship issues can be referred to as psychological contracts and may very well be one of the key areas where productivity gains can be made. “Psychological contracts” have been described as the invisible glue which binds employees to employers and employers to employees over time and it is the mutual expectations and perceived obligations existing between employers and employees beyond the normal components of a legal contract of employment” (Tipples, Hoogeveen and Gould 1999). It incorporates the beliefs, values, expectations and aspirations of the parties to the employment relationship (Herriot 1992). If this concept is acknowledged and understood by both managers of staff and staff themselves, breaches of contracts and the ill feeling associated with those breaches can be avoided. Surely this can only lead to increasing productivity through healthier relationships and happier employers and staff who respect each other and work towards a common goal. 

Other intangible factors include the attitude of the employer/employee, energy, knowledge, time, experience and responsibility invested by both parties. Many of these factors can be measured but often they are not. An example of an intangible factor which is almost impossible to measure, is the experience gained by an employee by working for someone who is willing to educate them and allow time off for the employee to be educated. This may be worth more than salary alone. On the flip side, the value to an employer of experienced staff who require little training, is difficult to quantify.

One factor, which is easily measured but not often quantified, is the time spent both on the farm and as time off. Figure 2, illustrates an example of where time is spent per month.

Figure 2: Time spent working and time off in eight hour days per month.

Note: This is an example, not a recommendation of how time should be spent

Conclusion

Current ways of measuring staff efficiency are wages ($) per staff member, cows per person, dollars spent per cow on wages, milksolids per person. When measuring staff efficiency in these ways it showed that the top 10% on EFS of farm owners and sharemilkers are more highly stocked, produced more milksolids per cow and per hectare and, pay more wages per cow. It is difficult to quantify whether their staff are more productive. It is virtually impossible to isolate one staff member’s true productivity as this will always be a function of the skills of the manager and the skills of the staff.

Another measure of staff efficiency is to look at dollars returned for dollars spent (or EFS over input costs), which show the effect that individual expenses have on efficiency.

It is important to recognise that people can not always be measured in terms of dollars and cents. A happy harmonious environment and relationship where both parties are working towards common goals is the best way of achieving an efficient labour force.
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Workshop summary

Paid labour is one of the highest input costs in dairy farm systems in New Zealand, yet it is very difficult to measure whether the money is well spent and giving a return. The purpose of this workshop was to discuss some alternative measures. There was huge level of participation from the floor. Some examples of what is and is not working on farms are summarised here 
Methods for measuring people productivity now in farming businesses included

· Interactive exchange between staff & employers on job satisfaction 

· Attitude, involvement, teamwork, initiative shown. 

· Retention of staff with returning for another season indicating all is well. 

· Milksolids production, milk grading and physical appearance of the farm. 

· Staff having roles and performing to their ability 

· Cows per person, milksolids per person, and cents per kg ms spent on wages

Profitwatch information from 163 South Island farms over two seasons show that the top 10% EFS/ha farms produce more MS/person and pay more wages per cow than average. However paying high wages per cow will not guarantee you area top 10% farmer! Whatyoupayforisnot necessarily what you get back. Measuring staff efficiency in dollars and cents has limitations.

Expectations of the working relationship between employer and employee

Unwritten contracts have been described as the invisible glue which binds an employment relationship. By definition "it incorporates the beliefs, values, expectations and aspirations of the parties". Examples of such include

· “House rules” for staff living in the home with employers

· How staff drive their car on house driveway.

· Language used in house, on farm, cowshed.

· Dress standards when representing the farm elsewhere.

· Smoking during work.

· Across the workshop participants what one employer considered “unwritten” others have

           included in the contract or job description.

Alternatives that could be considered

· Time off‑ what is suitable/desirable? The majority of those present gave staff regular time off all the year; varies from “% on 3 off”' to “14 on and 3 off” adapted to suit the staff wants. 

· Hours worked per day ‑ desirable/sustainable levels suggested as 9 hours/day on the job and 55 hours/week but numerous examples from participants justifying situations when this is exceeded. Feeling that when staff are made aware of the hours at interview, and provided the total hours worked is not excessive, staff do accept it. Shift times and hardness of work is worse in other industries. Think packages, not dollars, and adapt to the goals of all parties. 

· Milking start times ‑ are 16/8 hour milking intervals possible? Many felt constrained by tanker collection, particularly a full afternoon vat limiting the pm start.

Be prepared to challenge tradition
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