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by G.F.Tate

This prpjéct.reviems trends in farm ownership qppnrtunity,
and farm labour supply within New Zealand and evaluates schemes .
‘whereby farm workers may accumulate capital to use towards the

- eventual achievement of farm ownership.

A‘steady mmvemeﬁt tnmards fewer farm holdings'and fémer :
farm workers has been halted ip recent years with some evidence
of a reversed pattern now applying. R review of statistics sugpests
a‘danger of redﬁced farmer contact by a largely urbanised snciety
léading to inadequate numbers of young people making farming

their vocation.

Rising land values, rising livestock values and the effect-
of inflation on interest rates means the pruspecti&e farm |
pdrchaser faces a greatly.inCreaaedACEpital ingoing and a higher
debt servicing cost. _Tu‘:educe the discouragement of thesg
trends gmvernmént has spmnsnred schemes uhérehy eligible Farm
‘employees may dep081t money over a period af years and receive
either substantial grants or a guarantee of inflation protected

funds which may he mithdramn on the purchase of a farm.

Entry to farmAnwnership by using sharemilking as the means
of accumulating capital has been a traditional pathuway in the
dairy industry. Proposals for share Férming in the sheep and

beef industry haVBVIEGEHtlv been widely publicised but these



proposals séem to overlook the reiative lack of incentivé that
| éxiats'fur sheep farmkmmnéra to participate. Capital sharing
proposalg through leasing or~cnmpany qunérship\uffer greater
attréctivéhEQSVﬁith Iesérinhéfent disadvantagéé; | o

The possibility of farm mmrkers ¢antributihg to pooled
investment Bﬁhemes.aa a hedge'égainst inFiatimn does not seem
 likEiy to succeed. = The difficulties and costs inherént in
' administering‘many small individual,cuntributians and the
basic unattfactiveness,mf aaéigﬁing'individual control of
savings to some ﬁtﬁer péréun tnyhanage outweigh thelpruﬁable'

advantaeges of such a scheme.
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INTRODUCT ION | - :

Agriculture has been the driving force in the development

- of New Zealand and in the medium term future Bame 7ﬂ—8D%,D? the

cnuntry'ékfnreigh;BXGhange-earninés‘mustyétill~beiderivéd from .

the agricultural sector.

‘To-maintain an active buoyant viable and progressive

industry requires that there be an annual recruitment of méll

~ trained and educated young farmers into farm ounership. To

attract such people, farm work must be seen as a vocation at

least as attractive as other employment avenues and offering

inducements whereby the ambitious recruit can anticipate
being able to move progressively towards farm managership

and farm ownership.

In 1964 the manpbmer working party of the Agricultural
Development Conference drew attention to the problem of
continuing loss from the industry of men in the 25-44 year

age group and described a number of social factors which

- it was believed was responsible for them leaving farming.

Now, some 13 years later, the same social factors exist to
act as a‘ﬁeterrent to people staying in farm employment.

But unlike the position in 1964 when recruitment into the

‘industry from school leavers was considered more than

adequate to waintain the work force, recent statistics

suggest a much less satisfactory position.

The dramatic increase in capital required to purchase a

farm, the increased burden of debt servicing as a conseguence
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of this rise in capital and the effects of escalation of interest

- rates, and the general social settihg which places less emphasis

‘ﬂ1z.than<previuusly dn the‘viftuea»uf'savinQTmﬁney,-make it difficult

';fur'a;ynung°peramn“tn?achieve the goal of Férm nmhership'mithnut' .
cqnceésinnaty financial aasisfanqe or without being able to
~invest money aog that its purchasing power keeps ahead of

inflation.

Recentiy sevefal némégaverhment sponsored schemea have been
ahnﬁuﬁced_mith thé éim’uF as8i5tiﬁg Farm‘murkefs fﬁ progress tnmafds
the guallﬁf,Farm‘nunégship'ahd tn‘encnufage recruitment into the
industry. Thesé'schémee én sdme way - towards overcoming the
disadvantages caused by escalating capital requiigments for
farming but require constant review and increased publicity

if they;are to be widely accepted and used by farm workers.

The need to waintain purchasing power of savings has élsn
heightened interest in equity sharing agreements to enable farm
workers to participate in capital growth of theAassets with
‘which they are associated. Whilst opportunities for the
effective operation of such schemes are not widespread, their
exisfence can be expected to provide an added inducemént for

capable young persons to enter the industry.



This project reviews recent changes in the farm work force
and Fafm'nmnership,uppurtuﬁity with the. objective of establishing
whether recruitment of farm workers is adequate'fﬁrvthe‘iﬁduSﬁry's'

needs.

To Encnurage penple into Farmfmurking the paéaibility nf"
ébhieving Farh ownership is beliéved to be a strong incentiva. )
Existing or prnpnsed Financial“ihducementéiand equity sharing,A
or inflation prqtéctgd.savings schemes whereby eligible,ynung  ‘
persons maybaccumuléte capitalvfnr farm purchase are deéaribed

and evaluated.“



- ENTRY INTO FARMING ’

- New Zealand's_?arm holdings réached'their numerical peak
Féiimmingftﬁé intensiVerlandvéubdiviainh and settlement programmes
¢dﬁaéquehtial on thé‘paSSingyn% the Serviéemens"Settlemént-aﬁﬂA :
-Land Sales Act of 1943 which provided for the'compﬂlsnry'purchaée
of ?afm'land‘far the settlement of ex-serﬁicemen. From a’peék
uffgz,dnm farm holdings iﬁ 1955'tﬁe number steadily declined until
1972 mﬁen appfu%imately two-fhir&s.rémained in‘e£iétence. For
the years 1973, 1974 aﬁd 1975 fhe trend has reversed with 7%
more hnldingé being‘recordéd in tﬁe agricuituralystatiatics gf

1975 than in 1972.

TABLE 1

Number of farm holdings, - averagé area
and total area

Total area in

e Mmbemortem e s TR
: , (000 hectares)
1940 86,304 | 201 17,372
1950 90,290 193 17,466
1955 92,395 o 190 17,546
1960 | 76,928 232 17,814
1970 . 65,331 o 267 17,432
1971 ‘ 64,900 - 269 17,&33
1972 o . 62,789 | 303 759,d3n |
1973 - 63,196 327 20,667 |
197 63,455 - 327 20,722

1975 ' 67,063 312 20,537

Source: - (1) N.Z. Rorigultural Statistics For seasan 1971/72.

(2) Department of Statiatica‘sfatiatical Bulletin:
Agriculture 1974-75, Bulletin No. 3.
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89veral bhangéa in the Statistics Department definition of
"farm hqld1ng" makes strlct\cnmparlsnns aver time difficult. Frum
1959 nnly those haldings GF L ha or more 51tuated mutslde bnrnugh
bDUHdaPlES were ‘included. o | -
From 1971;haldingéinﬂtside-hnrnugh boundaries of between

~ 0.81 ha and 4 ha were included.

From 1972 the Bategnry was expanded ta 1nc1ude areas Df land‘

"used for commerclal hortlculture, vegetable Dr paultry pruductlnn

tmgether mlth indigenous forests which are llkely tu,be milled".

‘ThE'result mf‘these changes would be to include mure,'rather
than less hcldlngs, 80 the recent trend towards an increase in
number may be rather less ‘significant than 1nd1cated by the data

avallable.

anrenver, (Scott (1977) staﬁes that whereas the Department :
pf Statiétics‘publinatiuns recorded fhat in 1974 there were 7420
hulﬂihgé of 9 ha or less‘oﬁcupying a total area of approximately
35,000 ha, the Mihistry of Works Town and Country Planning
Divisioh national survey in 19?Q‘§uggested there were 27,000

such holdings occupying 104,000 ha.

Such statistical discrepancies mean that results should

be'interbreted in terms of trends rather than absolute figures.

.The significance for farm lshour of the trend to lesser

units is highlighted by statements such as that of Mr R.E.W. Elliot,

Director of the Dairy Division of the Ministry of Agriculture and

Fisheries and reported in thé Southland Times UF'Nbvembar 18th



=B~

1977 (p.18). Mr Elliot is reported to have stated that in the
eight months ended August 31, 1977, there was a nétllnss of 840
farmers from dairying. Mr Elliot claimed that since 1971 more than

1000 farmers pér year had been lost from dairying.

A reduction in the number of farm huldings redﬁcesvthe
' Parm iabnur furée.and reduces thevuppurtunityvfur‘any one
‘ihdividual to become anfarm ouner. As the pverasll pupuiéfinn‘ 
rises andnthe'nuﬁhér of farm Hdlﬁinga Fé1la; the chance fur EBéh

individual to own his own farm also falls. -

Traditinhally in New Zealand the gmal.nf'must farm mQrkers
has been thevémnership of land. Dther positions in the farm work
force - sharemilker, manager, shepherd or cowhand have'usualiy

been viewed as rungs in climbing the ladder to ownership. -

Without a ready means of progress towards farm ownership,
persons are less likely to enterkthe farm work force. Without
adequate new recruits the guality of farm owners and managers
will tend to fall leading fn both economic and social disadvantage’

R to the nation as a whole.

A further effect of a reduced number of farm hnidinga is.

a loss of people from the rural community.

The trend for a declining~rural_puﬁulation and increasing

urban numbers has been evident in New Zealand over a lnhg period.



C e

'TABLE 2

Lt

Bénsué.hight pléce<0f residence

URBAN - RURAL

Bensua . o Number % _Vk' - Number  ; %
o (ooDy o (ooo) -
1936 - 1055 67 B AU 33
1956 - 611 . EC T 2%
" 1966L 2128 an sat 20
| 1971 ez s 515 18
1976 25 83 s

Snurbe:.19?6 Census DFvPapulatinn énd Dwellings Vol.18.

The reasun far the slight 1ncreaae in the abanlute number -
of rural dmellers in 1976 has not been studied but is likely ta
be an effect of the increased number of small holdings resulting
from subdivision around urban perimeters. The people mhn‘live
uh such pruﬁerties méy be classed as part-time farmers and rural
dwellers, but in most cases‘fheir primary employment ié within the
urban core which their properties surround. Their interests,
cdmmercial allegiance and social interactions ére likely tq lie
more within the urban or semi—urban'cnmmunity rather than with

the outlying rural. areas.

R‘cunsequence of inability to achieve aapiratinns of farm
ownership is the large number of farm mnrkers who leave farm
employment in the 25-44 yEAar age group. The 1963/6& Agrlcultural
Development Cnnfe:ence Repcrt_expressed,cuncepn abnut;the number -
of workers who left farming for reasﬁns other tﬁan retirement.

Some of the majdr reasnnsycited for this early loss were difficulties
of school attendance for children, lack of SDciai life and amenities

or of transport to enable these things to be reached easily, lack of
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opportunity for married women to engage in paid employment in
satisfying occupatibns,'lack of occupational and social status
attached to farmvemplnyment. Thirteen years later at a seminar
on Labour and Social Rélations in ﬁural Areas’held at L1np0ln

College, the same problems were cited.

.From this it may be concluded that the farming community,
as employers, may not bé unduly concerned at a drift of experienced

farm workers approaching middle age.

Much farm work is physically demanding reqﬁiring gualities of
‘endurancé, health and reliability. A relatively inexpérienced
persoh who is physically strong and capable can represent a better
labour complement to an older farm employer than an older more

experienced’persnn who is unable to sustain heavy physical output.

This reinforces the need to attract capable, ambitious young
persons infn farming in large enough numbers to provide replacements
for both those who can nverbnme the financial hurdle involved and
achieve farm ownership, and for the dropout from farming of those
who cannot achieve owﬁérahip and whose physical powers have begun
to decline. New Zealand's agricultural development has taken place
within a one man, one farm philosophical context. This has
reshited in clnéer settlement of farm land, provision of land for
mufe persons.wanting farm ownership and g“greéter rural population

to sustain servicing industries.

At times this philosophy has resulted in men being settled on
farms which subsequently proved too small to provide an adequate

standard of living. The Agricultural Development Conference Report of
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the Scale of Farming working party recognised...' the existence of
farms which are uneconomic is wasteful of land and labour and that
 all too often, the economic necessity for part-time farming leads

 to boor farming" (p.261).

Inkthe late nineteen-sixties and early ninetéen-aeventies a
sighificant mDvthouéfds increaséd amalgamation of farm holdinga
took place largely financed by funds adminietered by the then
StétevAdvahpes Corporation. This was partly due fu a carryover
effect of the rehabiiitatian of ex servicemen uriginally settled
twenty years befnre and who in many cases Now had sons cuming of
an age where additimnal land area was required to retain them on
the family farm. Pipe (1971) in a survey of farm amalgamation in
Malvern County noted that in his sample only 19% of land sales
for amalgamatiﬁn purposes involved units that he cnnéidered to
be ecnhnmically Qiable, but 41% of his sample had enlarged their

holdings primarily to enable sons to go farming.

Amalgamation has therefore strengthened the family farm
concept through encouraging sons to stay in farming on stronger
units whilst, at the same time, it has reduced the number of

farm families engaged in farming.

To the extent that amalgamation of farm holdings ‘has reduced
uneconomic units one could'aay that the viahility of the agricultural
industry had been imprnved..A Rs a cnnsequence one could expect
farmers to be in a postion to provide 1mprnved employee conditions
and to pay wages sufficiently attractive to compete with non

farming industry.
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The viability of farming is not nniy significantkfmr’Nem
Zealand's expaort earninés. | It is also the base upon which the
rural community structure Exiéts,_v Eénsusfdgté shows 53j;DDD
peaple living in rural districts.  Only 125.;,‘5‘['30 of these are"
' Dbcupieﬁ in féph mmrk. ‘Unless.thé farm éécta£ is Financially
"strnngAthe~remaindepysf thesé ru?ai dmeliers will-be adversely

affected.

eq as farms have amalgamated in many cases‘mnfe efficient
Lutilisatinn and the subatitutidn of dapitalﬂfdr‘labqurAhavé resulted
in the departing farmer and his family nmt being replaced. Buncérn
for the effects of increésing‘pﬁpulatimn movement from rural fm‘
urban afeaé on the'quality of rural 1life has been midely-vnicéd

(see for example Murtun 197h, Glendinning 1976, Cant 1977);

Just as the basis for farm amalgamation has been to create
stronger individual economic units, the rural servicing industries
have progressively withdrawn from outlying districts to consolidate

into larger, economically stronger organisations.

Each time é family mithdramsAfrmm a rural area the catchment
population for other rural‘servicing organisations decliﬁes leading
to a further decline in amenities - poorer access to edumatiunél
facilities, medical services, cultural contacts, transport and
shmpping‘Facilities and in the social diversity which is necessary

for a sustained fruitful social fabric.

Improved roading and mutn?isatinn has increased the tendency
for rural dwellers to bypass these same local services. The closure
of one particular service unit and the transfer from the rqral area
of its personnel puts further pressure on another unit‘leading, in

turn, to its closure.
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The result is a further reduction in rural population again reducing

?
the amenities in the area” for those who remain.

nésfsingle fescher chn£;y schools are closed children are
fraﬁSPbrted often long distancés'tu larger insfitutiuhs servihg :
a much bigger area.  But the relationship afrparent~6hild—teachér
working fogetﬁer, liViﬁg in é common cummﬁnity and knowing each
others personal DipcumétanDEBVta the ektent fhat the best possible
learning envirunment‘can be prdvidad for the child is hfoken'dnmn.
Under the consolidated achbpl the teacher and parent are remote.
Liaison is more difficult. Thexchild aeés a separation between
his.ruralAhqme envifonment and the hope urbanised stylé of his

teacher.

‘The farm employee uitﬁ children at schuoi and without the
cnmpensatipﬂ‘af ownership of land to hold him ig likely to feel thaﬁ,
to give his children the best possible education, he must givé up
farming andljuin the ufban community where his children can attend

school without excessive travelling and where, as a parent, closer

contact can be maintained.

Baldock (1971) in a study of the vocational choice of
secondary school students showed farming to be the choice of 51%
of male respondents with a.farming background.  In contrast
Farming'mas chosen by léss than 9% of those with .non-farming
backgrounds. It might be reasonably hypbthesised that non-

.Férming rural dwallers,‘bécause of their close association with
fazmers would be more likely to be attracted to farming as a

vocational choice than would urban dwellers.

The decline in rural pupulatiun'moﬁld'then lead to a decline
in the number of children who had a farming association leading in

turn to a decline in those school leavers with interest in taking
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up farming as a career.

The evidence presented in the following table tends to

substantiate this hypothesis.

- TABLE 3
S&hnnl leavers giving probable occupational

destinatiqh aé ?afmihg“'b

Boys 3,395 3,49 2,906 2,660
Girls BEL TR B 227 29
Total 3,615 3,737 3,133 2,956
Totel leavers 39,631 46,159 51,729 55,192
% o farming 9 8 | 6 5

Source: Education Statistics of New Zealand, Department of Education,
Wellington.

There has been a constant decline in the perceﬁtage of school
leavers who see their probable occupational destination as farming.
The stage Haa been reached’where, with less than 3000 school leavers
looking to farming aé an occupation, reciuitment is below the level
required tnlmaintain the induéfry's workforce of in excess of

100,000.

Rising standards of education mean more penple going into
farming who have some tertiary training.. This may modify the

effects of a declining recruitment directly from school leavers.

Between 1974 and 1977 an increasing percentage of students
completing their courses at Lincoln College undertook farming as their
occupation. The relatively increasing economic buoyancy of farming

over these years is also a probahle part explanation for the trend.
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TABLE &4

Perbentage of Lincoln College gradustes and diploma holders choosing
farming or horticulture as & vocation.

1974 1975 1976 1977
Bachelors degrees 16 13 16 21
Advanced diplomas 24 , 31 37 - L
Intrnductory diplomas 29 28 1 27

Source: 0.M. Wilson (1977).
: Report on graduate and diplomate empluyment (unpublished
report to Lincoln College Council).

- Not ell new recruits into the farm labnuerurpe are school
or university leavers. In the analysis of a survey of farm iabnur
in Patangata Cuunty, McElatchy (1966) states "there ia a big shifting
pnpulétian in the farm labour force.........it is not just avaimple
,matte: of many school leavers coming in at one end and moving out
at the other.....while many men ubvindaly do make a vocation of
farm work there unuld’appear to be,a great number who shift in

and out of farm work for relatively short spells.”

Again there seemé a much greater likelihood of a person who
has liyed in a rural cnmmunity and had close previous contact with
farmers being prepared to move into farm working than would be the

case for a person without such experience.

Increased urbanisation means that recruitment of workers from
an established trade to farm working is likely to bo more difficult,

thus increasing the likelihood of a shmrtége of farm labour.

There is a general tendency for declining numbers of persons
to be classified in census data,under thgkagriculture,and livestock

production industry division.
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- TABLE 5

v Total Farm Labour 1951-1971,. ... .. ‘ S .

(Industry Dlv151an - Agriculture & leestock Prnduction) o
Date of S N B

' Census - Male - - Female Total

April 1951 o 119,172 ; 9,506 128,678

April 1956 16,775 8,916 125,695

April 1961 111,909 9,732 121,647

Merch 1966 110,655 14,493 125,148

March 1971 _ | 91,481 - 16,912 108,393
Source; N.Z.‘Cenéus of pbpulatian‘andkdwellings'vul.a.

the of the apparent increase in females engagédrin the
industry Ocours as a consequence of & change in income tax
legislation which allowed péyﬁents to family female labour
employed on farms and resulted in females classifying themselves
as workers where formerly they had been unrecorded in the

gtatistics.

The rise in the female labour force in farming parallels that
in the wurkrfbrce as a whole. From 1951 to 1971 the ratio of
females to males in the labour force rose from 30% to 42%.

In farming the relative figures between the same years are 8%

to 18%.
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The most recently published official statistics on persons

enéagedvin farming shows the following labour force:

TRABLE 6

Bategnries‘nf farm workers

1971-72  1972=73 197374  1974-75

wufking‘uwners, leaseholders - _ : R
- and sharemilkers - male = 58,751 56,133 - 54,866 52,L8kL

~female = 3,440 8,133 11,545 11,303

Unpaid members of family
assisting in farm work : ‘ ‘
: R - male -~ 10,004 10,970 12,092 - 11,542

-Female 8,345 7,632 11,758 12,252

Paid permanent employees

- male 27,547 28,082 30,354 29,669
_female’ 5,95k 7,006 8,577 - 8,042
I TOTALS ______________ 1at,0b1__  117,956__ 129,192 _ 125,292

I - - - - " . - - S T W o o W . Ao B i W o Mot T o S T W B o S ok o S o Bl O i S P o Gk Sl W i W O R S S o T

Source: Department of Statistics Statistical Bulletin, Agriculture
1974-75.  No.5.

These’figures show a rising trend in the farm lahpur force in
contrast to the declines shown in the five yearly census data.  This
trend could be the reéult of increassed farm development expenditure
and incrEased ability'tm emplay‘labnur during a period of relatively
high farming incdmes. It also follows the trend demonstrated in

‘Tablajz'uf an increase in rural population from 1971 to 1976.

The decline in thé opportunity for farm nwnérship,becaﬁse of a
reduced number of farm holdings, the decline in'rural ameﬁities
reducing the attractiveness of rural living for a farm worker, and the
decreasing contact the majurity ﬁf school children have with farming
all make it more difficult for farming to attract a satisfactory share

DF the labour market.

?et there is no evidence to datevmf a real shortage of farm labour.
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Stemart (1977) suggests that 1500 new farmers need to’be injected

into the‘induétry each year in order to maintain a de

¢

sirable age

distributiun.‘varésumahly'the term "farmer" in this context means

farm owner/operator.

achieved.

Number of rural farmland éalES'hy‘tyﬁé

CTRBLE 7

ﬁf salé and

type of buyer

"The Fullnuiné table suggestsrfhat this figure is being easily

1972 1973 - 1974 1975 1976
Number % Number % Number % Number % Number %
Freehold open market '
New FérmerAf 1533 - 22 2324 25 1788 22 1338 23 1603 25
Businessman ] ' )
farmer ' 252 L 580 6 695 9 509 9 L77 ‘a
- Farm :
enlargement 1802 25 2114 23 1418 18 776 14 1025 16
Other 951 15 1614 17 193 15 1570 1O 739 12
Non freehold open ‘ :
market 2441 3L 2521 29 3056 36 2527 L 2437 39
7089 100 9253 100 8150 100 5720 100 6291 100
Real Estate Market in N.Z. 1976".

Source:  Valuation Dept. of N.Z. "The
- Research paper 77/1 (p.144).

Note: Between 30 and 4O percent of

the sales are not open market

freehold. i.e. they include family transactions, leasehold

land, freehniding transactions etc.

If new farmers retain

a similar proportion of the share of these transactions the

total new farmers Entering'the industry in the years cited

is likely to be in excess of ZDDD per year - an adequate

number to sustain the industry.
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Arfurther jndication that new recruitment into farming was
inadequate would be the fact that the average age of farm owners
and managers was increasing. Tate (1976) reviewed census data
‘between 1961 and 1971 and concluded that there maaAnn evidenﬁe of
incréasing age inkfarmers. | Dver half of thé occupational group
classification of farmers and farm managers were younger than 45
years. PrydE~(1976§‘frnm 8 survey of a wide sample of farmers
found that their average was L4 years. This evidence shouws there

has beenyan adequate flow of neuw recruits into farm ownership.

Nor does there seem to have been a major prnblem in
obtaining farm 1abaur to work on farms. Cameron & Milkinson 7
(1977) iﬁ a campreheﬁaiVe review of agribultural training needs
in Néu~Zea1and stated (p.7) "We detected & growing reluctance;té
take on first year cedets" and on p.13 "Parmers are quite happy to
employ 16, 17 and 18 year olds but asre less happy to pay the higher
rates required for fourth and fifth year cadets". If labour was
short & strong demand for these better trained cadets could be

expected.

The increase in the number of paid permanent employees
employed on farms between 1971 and 1975 (refer Table 6) at a time
when the total numbers of livestock on New Zealand farms dropped also
suggeats no real lack ﬁf availability of farm labour. However, there
have recently been several significant happenings in the New Zealand
farming scene that may well act as a deterrent to people aspiring
to farm ownership and thus reducing the number of people attracted
to farm work. These factors are the advent of relatively high
inflation rates in recent years making savings less attractive,
together with & dramatic escslation in property and livestock values.

The relevant Statiét1¢s are set out in the Follouingktables.
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TRABLE 8

Ihféfhéixﬁﬁﬁﬁérisbﬁ'mf Hﬁﬁual Ratés.nf Inflation in N.Z.

increaae*in<ﬂnnaumer
Price Index (i.e.
annual rate of inflation)

1962-72  Avg. ennual rate  5.7%

12 months to 30 Sept. 1973 | S | 8.2%‘
o | S a9y O 11.6%
o 1975 1. 8%

o V -9 , L 417.2%'

" « 1977 | 4l .1%

‘Source: Reserve Bank of N.Z. November 1977, "The N.Z. Economy - six mont!
-review", in Reserve Bank Bulletin.

’Fni the‘farm worker trying to save to accumulate a cash deposit
for land purchase, the effecf of inflation since 1973 has meant that
the interest payable on any secure inveatmeht has returned less than
the rate of inflation. In effect the purchasing power of h;s
savings have been eroded. But even more significant has been the

-Tise in farm land prices.
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TABLE S

Férﬁ‘Lénﬂ’ééié.Pfiﬁe iﬁﬂek

(Based jon open market freehold sales of rural farmland)
Base 1960 = 1000) - L

Year ended * Number of Index Anﬁuél‘pefcentage

31 Dec. sales number change

1960 3107 000 -

1970 4210 | 1715 0.7 (Over 10 year
: © period)

1971 4517 . 1754 2.3 ,

1972 L4638 1880 - 7.2

1973 6632 2346 24.8

1974 soo 3478 48.2

1975 3193 3999 15

1976 | 3844 LLghk 0.1

Source: Valuétinn Department of N.Z. The Real Estate market in

N.Z. 1976. Research paper 77/1.
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The effect of the 85% rise in the farm land sale price index
iﬁ the‘years 1973 and 1974 has beeﬁvtn put the‘capital requiremént fur
land ownership onto a‘neu plane. ‘Suhsequent annual percentage
Dhafges iﬁ the index,pavevhut been'more thahvthe annual peroentage
increase in inflation in the‘ecunnmy as a whﬁle. - But because'
of the new farmland price level eatabliéhed; in absolute terms
_each year the incfeasé in land sales price is a strong diséppaintment

to the aspiring farm purchaser.

The Ualuatiun Departments Research Paper 77/1 states "the
average price of all Freehuld‘farmland sold on the open market in

1976 increased by $10,902 to $63,560". (p.S0)

For a farm worker to live modestly and to save an additibnal‘
$10,900 invune.year after paying tax, he would need to have a
taxable income in excess of $20,000. In fact few farm workers on
wages would have a gross income in excess of $6,000. Without
gome form of equity sharing to maintain buying power, or subsidisation
mf'savings, therq is 1little prospect of the farm worker savihg his

way towards farm purchase.

In 1973 the capital required to purchase breeding ewes also
escalated dramatically. Livestock prices are affected by farming
: incumes) seasonal feed supplies and such related contingencies
as the ability to dispose of surplus stock through meat processing

works. .

- Since 1972 the price of good breeding ewes has increased 300 -
4L00% agaip making it much mﬁre difficult for the farm worker to

acquire equity in stock.
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TABLE 10 f
Hawkes Bay Autumn Prices for Good Breeding ¢
‘ " Ewes.
Two tooth ewes - 4 and 5 year ewes
s N |
1960 S 550 | | 4.00
| 1970 o 7.55 R . 5.40
‘197&" S 7.0 | ~ 5.50
1972 7.50 : 5.0
1973 . Mween . 10.35
1974 O 1- /s A  q4.50
1975 - .o A | . s.00
1976 o . 23.50 o ~ 16.50

1977 . 35.00 | 22.50

Source: N.Z. Meat and Wool Boards Economic Servibé, "Annual
Review of the Sheep Industry".
The effects of these inflationary trends means that a farm
worker aspiring to purchase a typical firast sheep farm in‘1972 A

might have expected to face theAFalloming capital requirement.

Land - $58,000
' Stock : $12,000 ’ :
$70,000

By 1976 using the farm land sale price index to inflate the
- land value and the Hawkes Bay autumn ewe price for the stock value

the same enterprise would cost:

Land $135,720
Stock % 37,880
$173,600

Increases in wage rates lagged far behind the'massive
_egcalation of land and stock prices. In the example guoted,

the four year increase in capital ingoing of over $100,000 would
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nearly all have to be met by increased borrowing by a would he

purchaser.

' The rise in average intérést rates from less than 7% to
more than 0% which also occurred over this period means that |
the cost of debt. servicing for thebpurchaser of a farm has
increased many times over the four years. An extra $100,000
' béﬁital ihgﬁing atv1D% interest would mean thé farm purbhaser
‘would have to find debt servicing of an additional $10,000 per
year, plus the effects of the rise in ihterest rate on what would
originally have had to be borrowed plus incréaéed ﬁrincipal
repayments. over the whole sum. . In the lighf of thése trénds
farm wufkers.héve seen the need to have available some fnrm'nf
investmenf which protects their ability to retain the purchasing
power of their Daﬁital in terms of farm acguisition. Such
investments could be within the Farminé operation or nutsidevit

provided the capital movements were comparable.

A review of schemes available which involve either equity
participation.within the farm or subsidisatinn of Dapitai from outside

i

investment is presented in the following Dhaptéps;

Summary

- New Zealand's farm holdings have numbered between 60,000
and 70,000 for the past ten years - a reduction of almost one
third dver the peak humbé: vatuentyvyearé previous. | This reduction
Dnmbiﬁed with thE'éFFéDt of substituting capital fﬁr labour in the

rural resource structure has meant less people in farm employment.

This, in turn, has resulted in a declining rural population
and an in:réasing urban concentration of people resulting again in

a decline in services for rural communities. As urbanised living
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increases it is more dlfflcult for the pupuiatinn at large tor
have 888061at10n with or understandlng of farming. This is
resultlng in 1858 and less schnul leavarq 1nd1cat1ng farmlng

as a prubahle nccupatimn.

Althcugh there is no present evidence of a shortage nf farm
labour nor of new entrants 1ntn farming mmnershlp the effects of
decr8881ng farmer cuntact by the maJDrlty of the pupulatlon
cnmblned with the greatly increased capltal requ1rements for a person to
buy a farm and the dlSlncentlves for aavlngs prnv1ded by continuing
high 1nflatlnq can be expected to make it more dlfflqult to
recruit pemple into farm working unless substantialAFinanCial

inducements are provided.
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- 3. GOVERNMENT SPONSORED SCHEMES TO ASSIST IN ACHIEVING
CAPITAL AVAILABILITY FOR FARM PURCHASE

3.1. Farm ownership savings scheme

Farm GQnership savings accounts offer a real boost
tm‘persmnal savings'tdwérds a first 50% sharefarming

proposition or the purchase of a first farm.

There are tmn‘ﬁenefit options availahle under the
scheme, - a purchase grant under what is known as the
‘ordinary' scheme and a tax rebate under what is known as

the 'special' scheme.

Both options reguire savings to be in the scheme
for a minimum of three years to qualify for any benefit
for a Fifst stock purchase or 5 years for any benefit
for a first farm purchase. To qﬁalify, é person may not
have previously owned a substantial interest in any land
and must have had at least 3 years practicél’farming experienée
since npeﬁing the account. During the three years immediately
befure uplifting the money an aggregate of 2 years practical
farming experience must be in the particular type of farming

the depositor wants to take up with the money saved.

Provided eligibility is met under the ordinary or
purchase grant scheme a 25% tax free grant on eligible savings
of up to $3,000 per year is made after 3 gqualifying years of

savings. The grant rises by 5% per yvear for every extra

year of savings above five years until a maximum of 50% grant

is payable after 10 years. Interest is'payahle at 3% on savings.
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- Regular savings do not have to be made. If the
bulk of the savings are made eérly(in the periaod, the }eal
interest return mill be 1ess’than if the bulk of the‘savings
‘are dépasited in the last few years; Thué a peqéon who openéq
an account with a,ﬁinimum $250 qualifying deposit 10 years previous
and made no further deposit until one day prior to withdrawal baulg
8till qualify for a 50% grant on the total sum‘af both deposits

plus acgumulated interest.

For'those people paying tax a specigl tax :ebate-uption
is available. A tax rebate uf>450 Fnr every dollar saved is
available up to a maximum of $4,000 savings per yearrwith é
maximum 0F7$50,DDU total. Once savings qualify for a rgbate‘;he
money cannot be withdrawn without sacrificing that rebate exﬁeﬁt

for an eligible purchase proposition.

The contributor should aim to deposit before each 31st
March one dollar of savings for each 45c of tax expected to
be paid for that financial year. As long as the deposit
is made prior to March 31st it qualifies so that savings
can be held in a higher interest bearing account until the

end of the financial year.

A depositor under either of these schemes can receive
a substantial capital gain.to assist in the purchase of his

farm.

The Farm Ownership Savings Scheme is administered by the
Rural Banking and Finance Corporation but accounts are operated

by savings banks or approved building societies.
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3.2. Inflation adjusted savings bonds

Any person aged seven years ur‘nlder may now purchase
' N.Z. Government bonds repayablé after 5 years or at earlier
date if the prnceeds‘aré requized to be used to acquire, for

the bondholders own use, a first farm. -

' On the repayment of the bond a premium will be‘paid
calculated by applying to the nominal value vathe bond the
percehtage by which the Consumers Price Index has chahged

during the currency of the bond.

A guaranteed minimum premium of 5% p.a. compounded
guarterly is built into the bond. Any premium is exempt

from income tax.
Interest at 2% is also payable.

A maximum bond holding of $1,000 may be purchased by
an individual in any one calendar year. The maximum amount

that may be held by any one person at any one time is $5,000.

For the individual contemplating farm puréhase within
5 years the ‘inflation adjusted‘savings bonds offer a means of
ensuring that, within the bqnd restrictions, capital savings
keep pace with inflation. uhere férm purchase is 1ikély to

be longer than 5Ayears the farm ownership special savings

scheme probably offers greater advantage for mépital accrual.

3.3. Stock loans

Loans are available from the Rural Banking and Finance

anporatiun to assist 50/50 sharemilkers, sharefarmers and
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lessees to purchase necessary stock and plant. Normally loans
of up to 60% of the market value of stock and plant are available

at concessionary interest rates.

3.k, Sharemilkers suspensory loans

When a sharemilker or a 1esseeknf a dairy farm purchases
his own farm he uffen has to sell some of hié herd because
the new farm has a smaller carfving capacity. The Rural
Eanking and Finance Corporation offers, to gualifying
applicants, a ten year suspensory loan, interest free, to
offset taxation and other expenses involved in the change
to dairy farm ownership. The loan will bg written off
after ten years if the purchased property is personally

owned and farmed by the original borrower.

3.5. Settlement loans fnr farm workers

Bona fide farm workers with permanent but not necessarily
reqular farm work income are eligible for mortgage finance from
the Rural Banking and Finance Corporation to purchase énd stock
properties which in themselves are uneconomic but which provide
a stepping stone to@ardSche purchase of a fully economic
property. | Interest is on concessionary rates repayahle over

long term table mortgage.

3.6. Preferential settlement loans

Qualified experienced farmers such ag sharemilkers, managers
and lessees who are purchasing their first economic or potentially
economic farming unit receive a preferential allocation of Rural

Banking and Finance Corporation funds. These are at interest

rgtes terms end conditions more favourable to the borrower than would
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be expected on the open market.

3.7. Special gsettlement loans

- For those persoha wﬁo demonstrate above aVeiagé gualities
of initiative and thrift and outstanding management apility, the
Rural Banking and Finénce Corporation on suitable propositions will
lend up to 85% of its assessment of the market value of land,
buildings, stock and essehtial plant. Within the normal |
maximum loan of $150,000 for a sheep farm, a suitable applicant
could finance himself into a $176,500 proposition with a

personal contribution of only $26,500.

3.8. Land Settlement Board civilian land settlement.

Each year,through the Land Settlement Board,Government
offers by ballot a number of farms to selected gualifying
applicants. The deposit on a leasehold tenure approximates
15% of the ingoing. The balance is financed by the Land
Settlement Board at concessionary interest rates initially

on an interest only basis of charge.

mith,ax the present time,some 485,000 hectares of land
coﬁtained’in'nearly 200 land development blocks being administered
by the Depariment of Lands and Survey for the Land Settlement
Bnard, approximately 1400 individual farms should become
available forAsettlement. Fifty of these are expected to
be allocated in 1978.

For those fortunate enough to draw a ballot the goal
of farm ownership can be achieved with a relatively small
cash deposit. Without doubt the possibility of entering

into a ballot for & crown allotment acts as an incentive
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to encourage many young workers to remain in the farming industry.

7

- 3.9, Farm-vendor mortgage tax concession

In Drdef to assist, the aettiement of a suitably quaiified
young farmer purchasing his first fafm, legislation introduced
in 1977,wi11; frum April 1 1978; provide for a retifing farmer
to receive a substantial téx :Dhcessiun if he aséists an eligible
purchaser by leaving at least half of the sale price.un muftgage.
50% of the interest earned frnmrthe mnney left in the property
will be exempted from income tax provided the mortgage term is

not less than seven years.
This provision makes it more attraptiﬁe for older farmers
to sell their properties and at the same time, receive the-

satisfaction of assisting a young person onto the land.

3.10. Stamp-duty exemption on first farms

To further encourage young persons to go into farming on
their own account, on contracts for sale and purchase entered
into after 22nd July 1977 where a bona fide.fafmer purchases
his Fifst:farm,_stamp duty on the transfer will not be charged.
This is, in effect, a direct 1% subsidy or capital grant to

the new purchaser.
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Summary

The above described ten specific schemes all provide aésistance
for the farm worker to achieve the néceésary capital to become
.a farm owner. Civilian land settlement programmes on Crown land
blocks have been in Dperafian for many years and have pravidedk
a source of encouragement for the would be farm owner to save
for the deposit. However with the gscélatinh ﬁF the capital
requirements for settlement hlocks few farm workers could hope
to save from wages the minimum $20,000 - $30,000 needed.
Hence the developmeht of additional incentives tu'develop
a diversity of ways by which capital for farm ownership may

be acguired.

It is s8till very difficult for a farm worker to earn
enough in wages to hbe able to make any substantial progress

through savings accumulation towards farm ownership.

The most effective way for achieving farm ocwnership is
to use the Government sponsored schemes described above in
conjunction with the equity sharing schemes which are

described in the Fullowing pages.
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SHAREFARMING

L.1. Sharemilking

Fmr many years sharemilking has been an accepted.

‘way of entry into farm Dwner8hiﬁ'mithin the dairy. industry.

 The principle of sharemilking invdlveé»tmu parties - the

land owner and the sharemilker - mdnsenting to an agreement
mhich outlines how farm income and farm expehses are to be
divided, how farm work is to be allocated and how much control

the land owner has over the management of the'iandvprcperty.

Agreements which involve income sharing but not capital
sharing‘have commonly beqn known as 29% and 39% - the figures
representing the share of milk income received by the
sharemilker. Thesebtypea of sharemilking agreement have
had set conditions laid down under the Sharemilking Agreements

Act of 1937 and subsequent orders and amendments. Such

~agreements provide uppurthnities for young people prepared to

wark hard to be rewarded at a higher rate than is usual for
a wage earner3mhilst gaining valuable management experience,
usually unde; the guiqance of the farm owner. Combined with
the advantages of a maximum depﬂsif under the Farm Ownership
Savings_Scheme,ZB% and 39% sharemilking provides a worthwhile
means of rapidly acquiring a substahtial cash sum. McBeath

(1977), for example, has calculated that on total cash dépnsits

of $15,400, provided tax savings and interest are also deposited

as they occur, over a 5 year term an investor may, through the
special Farm‘umnership@accmunt accrue a total of $29,800 to be
used for farm or herd purchase.  Sharemilking agreements
providing for a 50% ﬁayment of the grhss‘milk credits to the

milker do not come under the Sharemilking Agreements Act 1937.

However, a standardised form of égreement such as that prepared
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by the N.Z. Co-operative Dairy Company is usually completed by

r

the two parties.

Under the 50/50 sharemilking agreement the sharemilker
provides the herd and alf labour, the owner provides the
land,rbuildings and milking plant. Dther Expenges are
appurtinned'according'tn the individual contracts. The
50/50 agreement thus provides for sharingkuf buth income End’

capital.

The facility to build up an asset in the form of stock
and plant as a form of compulsory saving has meant that 50/50
sharemiiking has provided a road to farm ownership for many
dairymen over past decades. Whilst paying off his herd the
sharemilker develops management skills and proves himself in
this regard and in respect of creditworthiness to lending
organisations. Thus he represents a proven risk when it

comes to borrowing money to finance eventual farm purcghase.

Liberal lending policies by such organisations as the
Rural Banking and Finance Eurpnratiun gnd Rural Intermediate
Credit Assnciatiuné enable young people with satisfactory
propaéitians to readily finance themselves into herd ownership
or to finance the expansion of their herds when moving to
a larger property. Whilst building up an asset in the herd, the
sharemilker is able to utilise taxation concessions through
the writing down of stock values from market to approved
standard values. In this way book losses can be created
to enable high principal repayment on short term loans
without attracting high taxation. In addition sharemilkers!
suspenabry loans are available to meet the taxation liability

that is inpurred on the difference between the standard values

and market values when part of a herd has to be sold on the
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purchase of the.sharemilkers own property. These loans

are interest free and may be written off after 10 years of

farm ownership.

Should the 50% sharemilker have tax to pay or funds
to invest he way still particiﬁate in either version of the
Farm Ownership Account Scheme thus providing a potentially
useful additional deposit when farm ownership is eventually
achieved.

N Sharemilking with its graduated stages of management
responsibility and capital provisioh provides a proven means
of acquiring equity capital to use in dairy farm purchasing.
Recent Goﬁernment ownership assistance schemes, when
Judiciously used, probably make the accumuiation of capital
relatively easier for the sharemilker than ever before.

The aspiring dairy farmer may pursue his ownership goal
secure in the knowledge that, provided he.is prepared to
work hard énd build a reputation for creditworthiness, the

means of achieving his objective are readily available.

L.2. Sharefarming agreements within the sheep industry

The success of sharemilking as a means of providing
entry into the dairy industry has inspired many in recent
times to investigate whether a similar sharefarming basis

could be applied to the sheep and beef industries.

The advantages of a sharefarming system to the farm

worker aspiring to sheep farm ownership are many and include.
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1 An opportunity for capital accumulation

The compulsory saving aaaumiated with repayment of
monies borrowed to acguire livestock hasvbegn a key to the
sUcceéé of 50/50 aharemilkingvprupnaitinns;A A éimilaf
kaituatinn wnuldkbe EXpected'ih the purchaée of é sheep 
flock.  The dramatic escalation in'sﬁeép valueé-hkér the
past five years has increased interest in séhemes to provide
Vfarm mﬁrkers with an investment that has prhvided’capitélvgains
well in acceés<uf ordinary inflation. It‘may be expected thaf '
the‘advent of farm price sﬁabilisation schémés will, through
more stable livestook prices, reduce the slgnlflcance for the
future of the capltal gain Bampmnent of livestock purchase.
Humever the cnmpulsory saulng and tax 1ncent1ve cnmpmnents of
llvestuuk purchase through sharefarmlng m111 remain.

(2) An oppportunity to participate in taxation incentives

- The nil'standard value scheme and the ability to write,
down the value of livestock from markat.tn»standard values
offers similar advantages to the sharefarmer as to the
,estahlished farmer. If the urlte down in value mf 11vestcck,
for taxatlon purposea is used in GDHJUHDtan with rapld prlnclpal
repayment of borrowed monies, very\cmn51derable Qalns in equity
can result. As with sharemilking the opportunity also egistsv
to participate in Farm Dunefship Savings schemes and other
special incentives provided by government.

(3) Worker incentive

Through livestockvomnérshig the farm worker has a much
- greater inoentive<toiimprnve hhsbandry skills, to accept
’respnnsihility, and to raise personal work output, Thus
owning livestock under'a.sharéfarming aéreémemt, or the
incentive that the prospect of so doing can provide, should
gtimulate interest in workers of high ability to join and

remain in the sheep Farmihg industry.
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(4) Development of credit ratings o :

Unlike the dalry industry many new sheep farm ouners
have had little real mppnrtunlty tu prove their ablllty to repay
debt, to effectively manage finance or to demnnstrate Fully
their managerial ability. . Shapefarming'mith the flock nwneréhip l
taken by the sharefarmer mauld‘prmviﬂé fhe.oﬁpnrtunity for |
'1end1ng 1nst1tut10ns to assess the worth of potential farm
owners before large amuunts nf Flnance were allocated to
them. This shnuld lead to fully creditworthy farmers being
more clearly identified'ahd tﬁose who were a pddf risk not being
so likely to enfer,intuyfarm ownership.

(5) Sheep flock improvemeﬁt

Genetic gain in livestock is a slow process. The
earlier a-farmer can start a programme of recording, selection

and culling the more likely he is to achieve PTOQress.

Young farmers are more likely to be receptive to non
traditional ideas on sheep breeding. The opportunity to own
their own flnck many years before being able to aspire to
farm ownership could result in an improved flock and improved

standards of livestock management.

The main reason why shérefarming iq‘the sheep industry
. is unlikely to déuelup to any significant degree lies in the
lack of incentive for the land owner to participate.

With dairyfarming, cows have to be milked morning and
vnight for ten months of the year. This is a regular, physically
demanding, repetitive chore that has to be met wet or fine, in ill
health or good health. Because the profitability of dairy
farming'iskdependent on efficient wmilking prbcedures the’
twice daily shed routine cannot be successfully delegated on

a casual basis to someone inexperienced with the particular
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herd of cows. , :

. Whilst he is running his own farm, in most cases, the
' dairy“Feemer'huet be preeeht et'thie milking‘reutine. Few
men'eeef tﬁe‘ege efrforty yeere relieh'thie:preepeet so there
e:ierefrnng incentive to eaes the milking reepeneibiliﬁy to =
’yaunger man with a keen ihtereet_in.extraeﬁing the maximum

prndeetien from the>herd. The shéremilker meets this role.

- With sheep farming there ie not the same repetitive
phyeieel demende; Many of the most deﬁendihg Jjobs such as
ehearing; Feneing; lembieg er dipping occur for only a few
meeke in eeeh‘yeer ahd~een effeetively'be hendledrby contract

or casual labour which is usually readily availahle.

The sheep Fermer'een continue in active satisfying management
without endue phyeieel strain until normal retiring age.
Farming is generally a chosen vocation which the farmer enjeye,‘
finds rewarding and satisfying and From which there is little
ineentiee for him to erematurely give up active manegement.

(1

Sharefarming in these circumstances holds little attraction.

The multi-product sales pattern nf sheep fermingrmith sales
.of meel, and possibly prime efeek and store eteek)thraugh a
choice of many different outlets hekee the -operation of e
shared income situation more cemplieeﬁed thaﬁ:in the case of
a largely single product enterprise such as dairying where

there is only one market for the output.

The milk euﬁput of a dairy farm is sold on a guaranteed

price basis which, by regulatien, is not permitted to fluctuate

widely between seasons, Wool and meat selling prices although
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now under pfice stabilisation schemea\still may fluctuate,td:
a marked extent both within end between yearé.‘ The stability
of income on a dairy'farm lets = farmer ﬁlan debt aérvicing» ‘
with confidence. Similarly munéy 1enﬁérsvare pfépéréd to:sef
lower éafety margins where certainty of repaymenf‘ié gréaﬁer.
The relative instability of incdmé on a sheep farm mékes it
1éss easy for both the borrower and lender to npefate high

levels of indebtedhess.

The traditional 1nyalfy of akfarmAmmnér for his stock and
station agency could be a gource of canflict in a sharefarming
agreement if the sharefarmér méé‘financed by a competing cﬁncern
or if a personality clash.betﬁeen the sharefarmer and‘stﬁck firm
personnel arose. This problem does not( agcur with dairy |
farming because thére usually is only nhe co-operative concern

through which milk may be disposed.

Sheep farming systems are not as homogenous as dairy
systems. There are many different facets uf.sheep farming
covering a range of climate, tnpagraphimal and geagraphic
extremes. Within these different areas different breeds
of sheep are muét suited. Some properties require a mixture
of sheep and cattle for mptimum.perfnrmance, others function
with sheep Unlyf The interchange of sharemilkers and their herds
is frequent and easy between dairy farms. The interchange of
shéep.flncks between properties is not so’easily made. The
fear of bringing disease such as footrot with a new mob of
sheep is also a deterrent for some farmers making it unlikely

that they would readily accept the prospect of sharefarming.

For the above reasons it is unlikely that sharefarming will

become widespread in the sheep,industry. However, there are

some situations where it could appeal to the farm owner and
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pravide an edded incentive for the farm worker. - One aof the .
few recorded e§amples of gharefarming with sheep is contained
- in the report in the newspaper Dominion of September 16th,
1977 of Mr James Wilson's prupeity,at Sanson. Mr Miléun
accepfed a hmg%inn for two years on an overseas aid project,
employing a farm manager to run his property. Un his
assignment campletinn he wished to leave his time flexible

and to release some capital from his farm. | By selling his

 stock to his manager and entering into a 50/50 sharefarming

.'Vagreement this was achieved. The manager 1n return Fee;a he
‘has gone several atepé Qp the Férmiﬁg ladder and now has 8
personal investment in the property. Presumably the same:
could have been achieved by a étraight leésing pfupnsitinn
but perhaps with more risk to the leaéee and less opportunity
for involvement and less potential for the occasional high

profit year for the land owner.

Under the sharefsrming agreement there is likely to be
s greater sense of involvement on the owners part than in a
leasing agreehent. This may encourage farmers who miéh, for
some reason, to give up active participation in running the
farm yet don't want to fully sever connections, to enter into
a sharefarming agreement. For the sharefarmer, receiving a
percentage of income probably provides a 1little better protection
than the paying of a fixed rental in poor years but equally
means foregoing the chance of making a higher profit in good

years.

Summary

Whilst the adventages of sharefarming, in terms of =mcquiring

equity capital to use in sheep farm purchasing, are as significant.

for the sharefarmer as they are for the sharemilker, because of
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the lack of advantage for the farm owner, and because of the
complications inherent in the divafsity of production and
marketing nppbrtunities, it is unlikely;that sharefarming will

become commonplace in the ahéep.industry.s .
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5. COMPANY FARMING

Interest has developed in farm ownership under a company
structure as a means of,facilitating increased equity gain by
the farm ﬁnrker. For some time family uunerehip under cumpény
"~ structure has been recognised aé pfqviding a useful means ufk
transferring ésseté between generations with minimum eatate‘
duty payment. For the farm worker participétiqn by shareholding

in arférming campany also offers strong advantages.

- Stewart (1977) notgd the increasing proportion of farm
purchases by businessmen.  Such purchasers are likely to be
accustomed to operating within a company structure and may
be more amenable to providing nppdrtunities for young capabie.
farmers to acquire positions as managers and to participate in
the capital growth of the operation through the purchase of

shares.

The faclility with which shares may be transferred with
low legel costs and without necessarily disrupting the management

pattern is the key to the attractiveness of company ownership.

The example of company operation of Hurst and Finlay (1977)
illustrates the opportuﬁity that may be provided, not only for
capital gain by all parties, but also for the opportunity to share
in the expertese, experience and encaurégemént'that the pani of
talents of a diverse sharehnlding can prauide. Mhefe for example
farm company ownership involves people with legal, financial and
managément skills in addition to the husbandry and pruducticn talents
usually associated with a farmer, these can be utilised through
the directorship in furthering the companies objectives in a way

rarely available with sole person ownership.
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The assets of shareholders outside the company structuré
can be used to provide a strunéer financiallbaae for operations
through their bledging as collateral security to raise for

“example, develnpméht finance in a company owned proposition.

’The diviéinnvbetueen incume sharihg and capital accretion
,sharehnldlng p0531ble wlthln a company structure alsu prnuldes
‘& useful means whereby assets may be tranaferred. deantage of
~'this pruvisinn has been.FrEQuently taken in family transactions.
A parent may retaln, shauld he so d251re, control of the cnmpany's;
aperatlmns, receive a preferentlal allucatlnn of the 1ncomeLand

yet‘r8091ve‘nu gain 1n‘the‘cap1tal grnmth of the company.-

By the share pnrtian‘mhichkparticipétes in capital growth
of the company's assets being gifted or sold to the childfen, a
répid transferenﬁe of assets can fake place without the parent
losing control of operations or placing his income earning

capacity at undue risk.

Similar provisions could well be applied as a means of

enabling Bahable farm workers to build up capitél while working

for a company owned farm.

A disadvantage inhepent-in company farming is the danger
nf‘incmmpatibility amongst shareholders in regard to the company's
aims and objectives. Buch a situation could canceivably lead
to dispute and conduct detrimental to prdgress by one or other
of the shareholders. Because pach shareholder is part-owner
considerable infiuence‘ﬁan be applied to the company's management.
Unless all associated with making management decisions can agree
to follow a policy laid down the cnmpany;s perfurmahcé'mag nht

measure up to expectations.



T

The disadvantages of taxation being assessed on cumpany‘
prmfiés aﬁd again on monies received as dividends by shareholders
1s less significant in the case of a company owned farm‘mhere
' mﬁney Earned is re~inve8ted:ih;tax deductible agricultural
develnpmeﬁt and where the managera',saiary'very uftenkreﬁuireé :

most of what would comprise the taxable profit under a sole

person ownership.

Summary

Company férming offers an apportunity for the gradual
accumulation afkequify tﬁrough share value appreciatiun or
through the ease by which transference of capital between
shareholders may be'efféctedvmith mihimum disruption to
management. | The management structure of a campang enables
- the incorporation of people with a greater diversity of skills

than is easily possible under a sole person ownership.

Company ownership offers advantages both to older finanpiers
and younger farm workers. Ah increase in company ownership of férm
land, contrary to widely held opinion may in fact increase the
opportunities for farm workers to progress to managership

and ownership
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6. , ~ LEASING

Leasing of land by é*pfmspective farm owner provides a
‘useful means by which experience cen be gained, creditworthiness

established, and equity in stock or plant built up.

me the persuﬁ endeavouring tnracorue capital taApurbhase,
his own farm, leasing in thia sense is prubably,réstricfsd to
cnntfécts involving nqt longer than five year térhs. Such
- transactions ar8'a(matter af égreement between the parties{

No standardvéanditibhs are laid doun élthdugh\mnst leases
of this fype contain provisions requiring the lessee to
adequately maintain therprnpérty by farming under accepted good

husbandry practice.

Leasing land may be carried out as an adjunct to other
income earning employment, or may involve the lessee in a full
fime operation. There are some significant advantages in the
leasing of land compared with sharefarming for the young farmer
striving tﬁ»bﬁild equity. |

These advantages include:

N Leasing, once the conditions embodied in the lease have
been met, enables the lessee to exercise his own ideas more
freely - he is not constrained by the owners agreement to
provide such necessary inputs as fertiliser or by the need

to ubtain the owners agreement to a change in production system.

(2) In a lease agreement offering compensation for improvements
there is a greater scope for equity gain. Expenaiture on
development is likely to be able to be offset for tax purposes
against the assessable income of the lessee.  Compensation

received for the improvements at the termination of the lease
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is unlikely to be deemed assessable income. Thus more rapid

tax paid cash can be accumulated.

(3) A lease agreement may cqntain'an uptinh-tu purCHaae

at the expiration of the ieaée‘term thus enabiing a prcgressiye
build up in caﬁital with minimum disruﬁtidn‘tu the 1eéseefa i
family through having'ta shift to another district and'reduced

costs in the changécver.

(W) vAnyxincrease in pruﬁuctimn leading to increased income
is wholly gained by the leasee. In’sharefarming the owner will
receive a proportion of ahy increase thus reducing the attractiveness

of extra effort by the sharefarmer.

Perhaps the biggest diéadvantage dFAleasing compared with
gharefarming lies in the fixedvrental which is reguired to he‘
paiﬁ regardless of level of income. Where rentals are based on
land value alone the effect df the escalation in land pfices has
been to create a substantial burden on the lesaee when lease

rentals have been rensuwed.

An example of the very rapid financial progress that can

be made under a lease situation is described by West (1977).

Summary

Because leasing provides an opportunity for the use of a
capital-demanding resource in return for the payment of an annual
rental, it is a means wherehy an active, competent farmer without

capital can employ his talents to his best advantage.
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Leasing of land enables capital to be accumulated either
through the use of deposits of surplus prufits into speciél
savihgs schemes or - through the‘acqgisition of stnckrand plant.
Leasing also provides the uppartunity for ménagementvékillsi
to be demonstrated and credit ratiﬁgs acquired with farm
gservicing organisations thus making‘lehders moTe cnnfident
kDf their ciients gbility in FQture transactions.’ ‘Through
prﬁdent‘leasing the skilled young farmer may make substantial

' progress towards a goal of farm omhership;
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7. PODLED INVESTMENT FOR CAPITAL GROWTH

Some groups outside farming have formed pension and
superanﬁuatiunkschemes with arview to proyiding inflation
ﬁrntected investments that yield a lump’sum ﬁn'retirement.

For example under a deéd dated in 19?2, the Canterbury Diocese
Church Prnpéity Trustees administer a scheme whereby staff qf
‘ the diocese may make regﬁlar and irrégular deposits to a fund
administered by the Trustees and invested in proﬁerfy and other
investments. Each year the aﬁsets of the fund are revalued

and apportioned pro-rata amongst the contributors.

- Individual shares, as assessed at the last ahnugl valuation,
together with the value of contributions paid subsequent to that
date, may be withdrawn upon a person dying, attaining the age of

65 years, or leaving the employment of the diocese.

Such a scheme enables many persons small deposits to be
grouped for investment. Obviously the skill of the managing
trustees is of paramount. importance in achieving a succesasful

result from such a scheme.

In the example cited, deposits are eligible for deduction
against tax agsessable income up to individual limits for

superannuation contributions.

This concession significantly increases the potential value

of the yield likely to be returned.

A similar scheme for farm workers to pool savings for
investment in & substantial inflation-protected venture could be

established. If the savings were intended to be withdrawn prior
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to retirement or death they would not normally be deductible -

. . ’ ’ ' . . .
against income tax assessahle income under superannuation provisions.

‘ x However in view of existing Government support for persons ©
buying their first farm it would seem possible that deductibiljty

in such a situation could be negotiated.

Whether such a sbhemé could be made sufficiently
attractive for farm workers to encburage them to dépnsit savings
in mhat must be essentially a riék investment and where
indiuidﬁallthhe farm mﬁ:ker“wduld have no cnnfrdl over the money
seems doubtful. Farm wmrkers,.iike farmers have a traditimn af
individuality'with little collective action. | Strong inducement
- in terms of deposit subsidisation by employer, Government or ‘some other

institution would probably be required to make the scheme viable.

The management operation costs of the scheme, including
annual revaluation, supervision and maintenance of assets, and
notification to depositors would be expensive. Farm workers
wuuld‘be unlikely tp have large sums to deposit and the

administration of many small amounts would create added expense.

) Summary

The availability of the Government guaranteed heavily subsidised
Farm Ownership Savings Schemes and Inflation Adjusted Savings
Bonds reduces the appeal of a pooled equity investment scheme to

encourage and retain farm workers.
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8. o CONCLUSION ‘

For many yeare 1n New Zealand there has been a trend towards
a deereaelng number of Farm hnldlngs DF increaelng average size.‘:f
‘ The farm mnrk Force has alen generally declined in numbers.
Slnee 1973 statistics on bnth Farm hnldings and the “Farm mork
‘fnrce have suggeeted a revereal of thELtrendamith the number
of penple empluyed PlSlﬂQ and the number of farm huldings 1ncreasing
while the average 51ze deoreased. Snme statistical dlecrepancles
make it difficult tn interpret the elgnlficence of these flgures
but 1ncreae;ng_develnpment of asmall holdings ad jacent to urbanj
cnneentratiansknf pnpulatinn may wellAaccnunt,Fur'this‘aeparent
change in the pattern DF'fafming opportunity. If this is the
explanation the bulk of. New Zeeland agricultural industry will‘

not be affected.

Up to the present the number OF.HBU farm owners each year
has been adequate to maintain an activerarming industry with no
evidence of increasing age amongst farm owners as a group.
However there has been a steady decline in the number of school
leavers who have expressed an intention of making farming their
vocation. Recruitment from school leavers is nouw prnbably below

the numbers required to keep the industry viable.

In the past five years there has been a dramatic escalation
in the capital required to purchase land,stock.and plant.
Cumulative increases in these items euervthe past five years have
been well in excess of inflation in the economy as a whole and

far in excess of increases in wages paid to farm workers.

The effect of the escalation of the capital ingoing required

for farming has been to discourage young persons from believing
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farm ownership can be achieved by the traditional method of

s

saving money. UWithout a belief that farm ownership can be
achieved it is likely that adequate recruitment into the farm

labour force will be increasingly difficultttn maintain.

To counter the effects of inflation and td encourage
young persons tp actiVely undertake farm work and save towards
the ownership of their umh'praperty; Government has introduced
a number of scﬁemea‘uffering generous rewards to eligible
participants. Used in conjunction with traditional stepping
étones to farm uﬁnership such asrsharemilking Ar'leasing land
these schemes can pfoyide a ready means by which a young person

aspiring towards farm ownership can progress towards his goal.

_ The opportunity to extend these equity sharing schemes
. into other avenues such as sharefarming in the sheep industry
or into pooled contribution investment schemes for farm workers

does not seem probable on any substantial scale.

Despite the dramatic rise in the capital required to
purchase a farm, the schemes reviewed in this project énd the
examples qf people cited in the references show that it is
still possible, when prepared to work hard and ta;make short
term sacrifices in conadmptiun spending in order to build a pool-
of wisely invested savings, for the young farmér to achieve a

goal of farm ownership within & reasonable time.

It is essential however that the savings provisions
available and the success stories uf these persons who achieve
their farm ownership goals through use of the various schemes,
be widely publicised in order fhat sufficient numbers of school
leavers end other recruits continue to be attracted to the

farming industry with the prospect of eventual farm ownership.
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7 V,Mithaut'auch Financiél inducemen£ it is unlikely tha£
agriculture will retain the drawing power to attract eﬁough.
recruits of sufficient determination and dedication ﬁﬁ ensure

é prngfeséive inaﬁaffy @apéhie nflcontinuing to‘prdvide the

basis for the nations foreign exchange requirements.
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