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Meeting the challenges for pasture-based dairying

Nature or Nurture?

Forces shaping the future of NZ &
Australian dairying
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NZ and Australian Dalrying

Groyv th Expensive land
Shrinking Cheap land
Reliable
Variable Expensive feed
Rain Cheap grain
Drought and irrigation |
Opportunity?
Opportunity?
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What's useful to compare?

* Production systems

* Profit and Growth

 Government roles

* Future constraints and opportunities

e Chicken or the egg
— What comes first?
— What happens next?
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Sunlight into wealth machine

Industry Energy
Growth Sources
Asset Production
Values Profit
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Where does the milk come from?
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Milk production per farm
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The real price of milk
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Leads to (real) profit
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Real asset values
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Return on Assets
Cash plus capital
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Industry milk production
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Decision Making Environment

NZ
Feed

 Reliable, under farmer control
e Pasture dominates simple systems

Processor
e Dominant processor, capital link

 Few premium options
Capital growth
 Long-term growth

Government policy

* Minor, recent interventions positive
(Fonterra)
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Australia
Feed

* Lessreliable, outside supply

* Drought, climate change

e Supplement use adds complexity
Processor

* More choice, seasonal premiums
e Loyalty and growth bonuses
Capital growth

* Long-term stagnation, recent growth

Government policy

* Recent major impacts of policy
(deregulation and afforestation)
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Current situation

« Compared to Australia — NZ dairy farms have

— Much more control over the resources that drive
production

— More variable prices, less variable costs
— Similar variability in production and profit

— Higher average profits, which drive
» Higher asset appreciation and overall ROA

— Face a less complex decision making environment
— Industry growth
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What happens next?

* Real price of milk is maintained
— Big shift for Australian industry
— Feed and fertiliser also dearer?

o Greater constraints
— Irrigation water, Emissions, Welfare

 New technologies
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Australia

 Worst case — milk price gains eroded
— Input costs and constraints erode milk price gains

— Profit stays low, asset appreciation relies on
competing land use

— Dairy shrinks and/or migrates to profitable areas and
systems

» Best case — profits rediscovered
— Milk price gains and better management revitalise
dairy
— Shift to profitable areas and systems expands
iIndustry
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New Zealand

* Worst case — price of over confidence
— Farmers push land prices and inputs up too far

— Costs of capital, labour and emission control, in more
complicated systems lead to stagnant profits and land values

— Stagnant milk growth and new entrants give processing over
capacity
 Best case — white gold
— Milk price gains and better management continue to drive
profitability
— Technology and management skill overcome constraints and
provide new opportunities
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Implications in Australia

e Research
— Clarity on the drivers of adequate ROA

— Focus on the regions, systems and technologies that
have these drivers

— Create an attractive land use option for 2020
e Extension
— Crisis management vs Industry strategy
— Clarity on individual farmer good vs industry good
— Private, Industry and Government investment
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Implications in NZ

e Research
— Drivers and constraints are clear

— Industry has the financial capacity to adopt new
systems

— Range of technical options required
e Extension

— Manage over confidence
— Build the people capacity to adopt new systems



Shared Opportunities

* Biophysical environment
— Easy exchange of technical information

e Soclal environment
— Different government philosophy

— Farmer segments likely to be similar, but
different balance

— Care needed on exchanging intervention
practises



Conclusions

Low profit and capital growth in Aust dairy
— Going on for a long time
Reliance on external inputs increases risk in Aust dairy
— Harder to capture milk price increases into profit
— More complex decision making environment
Resource constraints likely to limit both NZ and Aust
— Technical and political solutions
Research challenges
— Focus on regions, systems and technologies that can deliver profit
Extension challenge — building capacity for the future while
— Avoiding over confidence (NZ)
— Managing crises (aust)



Nature or Nurture?

 \We can’t blame (or wait for) nature

 We're driven by

— People (individuals and governments)
— Economics

« Our contribution to the future of the dairy
iIndustry will depend on our ability to
Influence these forces



