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TABLE 9

Number of Farms by Herd Size and
Principal Pig Feed Used
Year ended 30 June 1983

Fed Over 50 Per Cent of':

Herd Size Total

Compounded Dairy Food Grain Other

Meals By-Products Waste

1= 19 676 375 1,785 487 878 4,201
20- 99 212 81 67 161 137 658
100-499 168 51 35 88 28 370
500~-999 51 6 12 28 12 109
1,000 and over 50 15 6 22 5 98
Total, All Groups 1,157 528 1,905 786 1,060 5,436

Source: Department of Statistics. Agricultural Statistics 1982-83.

The price of feed, particularly for those farmers without cheap dairy
or food manufacturing by-products, is of immediate concern to producers.
There are a number of options in the feed purchase policies; producers can

1. buy manufactured compound feed from commercial feed manufacturing
firms; )

2. produce compound feed from a mill-and-mix operation on their own
farms;

3. participate in a co-operative or group venture, involving a number of
producers operating a milling operation on a joint basis.

The price per unit of feed from these alternative sources can be
estimated for individual pig production units, but no reliable data is
available on the average costs of each of them, either for the country as a
whole or for different regions of the country.. In any event a direct
comparison of prices per tonne from alternative sources 1is an unreliable
indicator, as there are often substantial quality differences in supplies
from different sources. It is clear from discussions with producers that
the merits of alternative sources of feed have been carefully considered by
them but the variety of opinions held make it difficult to establish the
true costs of the different sources.

One misconception that arises on some occasions is that producers who
are able to grow their own grain (either barley or maize) have a cheap
source of supply, as the grain is charged into the pig enterprise at a
"cost of production" figure. Provided the grain is saleable, as it nearly
always is, then the appropriate charge would be the net price that the
producers would have received had the grain been sold. This might still
make the grain cheaper than from alternative sources, but not necessarily
S0; the net earnings from the pig unit might be different with grain costed
on this basis than on a "cost of production" concept.
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The price of feed, even when it is all purchased, varies substantially
between different regions and the differential between regions can change
sharply. For example, whereas the Bay of Plenty/Waikato region had the
highest priced pig grower feed in 1978, being nearly 14 per cent higher
than prices in Taranaki, by 1982 the position was reversed, with Taranaki
prices 2 per cent higher (Table 10).

TABLE 10
Changes in Prices of Pig Grower Ration 1978-82

($/tonne)
Location 1978 1979 1980 1981 1982
Auckland 188.4 212.6 225.7 309.1 331.6
Bay of Plenty/

Waikato - 232.5 242.5 320.7 340.5

Taranaki 188.7 204.3 230.2 309.7 346.3
Nelson 183.0 193.0 222.0 261.0 321.0

Canterbury 169.7 180.3 206.5 259.2 282.2

Source: Bauckham & Walker, (1983)

The main source of feed used by the producers in the postal survey was
home mixed meals and compounds, which accounted for 55 per cent of those
surveyed (Table 11). This was particularly the case in the South Island
where over 80 per cent of producers use this source. The second most
important source - purchased meals - is of much greater importance in the
North Island. The much greater dependence on purchased meals in the North
Island is confirmed in the statistics on the manufacture of pig feed. In
1983, of the 44,400 tonnes of manufactured pig feed, 38,100 tonnes was
manufactured in the North Island and 6,300 tonnes in the South Island (the
average composition of the meal was different between the two islands; the
South Island product was overwhelmingly barley plus meat and bonemeal; in
the North Island barley was still the main cereal, but maize was of almost
equal importance).
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TABLE 11

Sources of Main Feeds for Pigs
(Number of Respondents)

Type of Feed

Home Mixed Purchase Whey Garbage Other Total
Meals & Compounds all meals

(a) System of Production

Farrow to

Finish 96 50 8 - 8 5 167
Weaner 22 21 1 1 5 50
Finishing 14 4 1 3 - 22
Total 132 75 10 12 10 239
{b) Size of Unit
Large 79 38 10 7 5 139
Medium 18 12 - 1 1 32
Small 35 25 - 4 4 68
Total 132 75 . 10 12 10 239
{c) Location of Unit
North Island 53 60 8 11 10 142
South Island 79 15 2 1 - 97
Total 132 75 10 12 10 239

Source: Postal Enquiry of Pig Producers

Virtually all of the users of dairy and other by-products as the main
feed are in the North Island - only three per cent of South Island
producers derive most of their feed from these sources compared to over 20
per cent in the North Island. Access to cheap sources of feed 1s clearly
important to the financial returns from pig production for many farmers,
but can create problems in the feeding regimes and may require special
consideration if they are to be used to the best advantage.

In terms of the size of unit, the emphasis on home mixed meals and
compounds is not confined to large producers. On over half of the medium
and small units this is the principal source of feed; in practice the
incidence of home mixing is fairly constant across the different sized
units. All the feeders of whey in the survey are, however, on large units
while other by-product feeds occur in all size groups.

The principal source of the cereal ingredient in home milling and
mixing is direct purchases from other farmers, though purchases from
merchants occur almost as frequently (Table 12). Purchases from merchants
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are much more important in the North Island, where over half the straight
cereal acquisition came through this arrangement. Conversely in the South
Island most of the straight cereals are either bought from other farmers or
grown by the producer concerned. Home grown cereals occurred in just under
20 per cent of the total sample though, as noted above, the financial
benefit of this arrangement needs to be evaluated carefully.

TABLE 12

Source of Cereal Ingredient of Producers
on Home Mix Feed System
(Number of Respondents)

Grow their Buy directly Buy from Other Total
own from farmers Merchants

(a) By System of production

Farrow to

Finish 29 40 46 3 118
Weaner 10 13 4 2 29
Finishing 5 7 5 0 17
Total 44 60 55 5 164
(b) By Size of Unit
Large 21 33 35 5 94
Medium 5 10 12 0 27
Small 18 17 8 0 43
Total 44 60 55 5 164
(c) By Location
North Island 14 19 44 4 81
South Island 30 41 11 1 83
Total L4 60 55 5 164

Source: Postal Enquiry of Pig Producers

Note: The total in this table is slightly larger than that of home
milling and mixing units in Table 11, as some producers used
some cereals even though their main feed source was other than
home milling and mixing.

Producers were asked if they have any plans to change their system of
purchasing or using feed and 10 per cent responded that they are planning
to make changes (Table 13). The most noticeable feature of the table is
that just over half of those responding positively are in the South Island,
but the total numbers are too small to draw any firm conclusions.
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TABLE 13

Number of Producers Planning to Change Their
System of Purchasing or Using Feed
(Number of Respondents)

Location
System of North South Total
Production Island Island
Farrow to finish 6 7 13
Weaner 5 4 9
Finishing 1 2 3
Total 12 ' 13 25

Source: Postal Enquiry of Pig Producers

Most of the producers who have plans to change their system of
purchasing or using feed gave details of the nature of their plans, but the
range of answers makes it impossible to categorise them. What is clear 1is
that for many producers, their concern with the level of feed costs has
made them consider very carefully all the possibilities of introducing more
efficient feeding arrangements. This is shown particularly with the wide
range of answers to a question on what steps they could take to reduce
their pig feed costs. Many more producers have ideas about steps that
could be taken than have actual plans to implement changes, but again the
diversity in the answers has made it impossible to identify any predominant
idea as to how pig feed costs could be reduced.

It is evident that, although feed is the major cost in pig production,
producers face complex difficulties in determining the optimum policy for
meeting their requirements. In a general sense, the maintenance of a
variety of sources of feed is likely to keep the costs to a minimum, though
this does not necessarily help individual producers to determine the least
cost source in their particular case. A national cereal policy which
" encourages the expansion of grain production through providing unrestricted
access to markets both internally and externally is 1likely to ensure
supplies of grain for pig production at the lowest prices; policies of
restricted market access have not had beneficial effects in terms of the
supply levels available for domestic grain users (Attwood, 1984b).

There would appear to be a strong justification for the extension of
the work on the physical aspects of feed utilisation (Smith et. al., 1982)
to incorporate more economic and financial information. The problem of
this latter category of data is that it needs wupdating on an even more
regular basis than the physical data, but it should be possible to create a
basic set of data which can be revised by the incorporation of price
changes of the different feed ingredients as these occur. It is therefore
recommended that a feed handbook be prepared by people with the necessary
expertise in the physical, economic and financial aspects, and that this be
prepared in a format that would make it possible to update the basic
information as appropriate.
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Improvement in the efficiency of feed use 1is one of the largest

potential sources of increased profitability. Such improvements can be
achieved through better diet formulation in all its aspects (which would
need to have regard to the resultant costs per tonne), through more

efficient feeding systems, better buildings for pigs or through the genetic
benefits of breeding from animals which produce offspring with excellent
food conversion ratios. For worthwhile improvements to be achieved by
these methods, it would be desirable for producers to be aware of the
current efficiency of feed use in their pig enterprise and the likely
outcome of adopting any of the routes to improvement which are open to
them. In practice only 20 per cent of the producers in the farm survey
have been .able to quote their current level of food conversion efficiency;
the majority of producers are not aware of the existing performance of
their pigs and, in the circumstances, are not 1likely to be especially
concerned with the need for improvement.

Knowledge of their present food conversion rates occurred much more
frequently among larger producers. This reflects the greater awareness of
the levels of physical and economic performance among producers with large
pig units. Thus while only a small proportion of the total pig producers
are directly concerned about food conversion in their pig enterprises,
those producers who are concerned account for a substantial proportion of
total pig production.

Problems arise with the measurement of food conversion ratics on many
pig farms, especlally those using substantial quantities of dairy
by-products and food waste. It is clear that, given the low costs of some
of these non-grain feeds, the pressure towards making optimum use of them
is far less than in the wunits where feed 1is purchased at the full
commercial price. On other farms, part of the total pig ration includes
surplus farm products; the estimation of food conversion ratios in these
cases 1s complex and often virtually impossible. However, there remain
many units on which the feed is all of a grain/protein character, and the
efficiency of conversion of this into pigmeat can be determined with
reasonable accuracy if the necessary records are maintained.

3.4 Labour Costs

Little information is available on the level of labour costs incurred
in pig production. Much of the labour involved is family labour; only a
small proportion of pig units employ paid labour although there are some
larger units with a substantial labour bill. In the United Kingdom Pig
Management Scheme, labour costs (including family 1labour) accounted for
Just over 12 per cent of the total costs of pig production, and. virtually
half the remaining costs after feed costs had been allowed for (Ridgeon,
1983). :

With the growing emphasis on the adoption of modern production
technology, a major concern in the industry is the provision of labour with
the necessary expertise. This concern has led to the development of a one
year specialised training scheme for young people with an interest in pork
production. The objective of the scheme is to provide training which will
give a grounding in the practical and theoretical aspects of production and
a knowledge of farm maintenance skills; provision is made for a further two
years study which would lead to potential management status.

As production becomes increasingly concentrated in larger herds, the
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opportunity costs of the labour input will become of increasing importance.
The role of the pig enterprise as a useful way of using under-utilised
family labour will diminish, and the costs of labour are likely to become
of increasing significance. This in turn will lead to greater emphasis on
increasing output per unit of labour (whether that labour be employed or
family labour); it has already led to a greater emphasis on labour
efficiency when large capital investment programmes are being undertaken,
and this trend is likely to intensify. The adoption of advanced pig
production technology at farm level can be expected to lead to increasing
interest in the productivity of labour and capital: the scope for such
developments is largely a function of the size of the pig enterprise and it
is likely that high levels of output per labour unit will be achieved on
the efficient farms.

3.5 Capital Investment

For most pig farmers, pig production is not constrained by the
availability of land, except on small farms where there may be problems of
effluent disposal. At the same time, the level of capital investment in
housing, stock, working capital and equipment is often substantial. As in
other aspects of pig production, capital investment varies widely in
relation to total output; some producers use low cost buildings,
particularly in weaner production, while others use modern pig housing
designed to operate at low labour cost and with environmental control
systems which give good food conversion rates, but requiring a substantial
capital outlay.

The estimated levels of capital investment per sow are set out in
Table 14. These estimates are based on intensive pig production systems,
with a minimum of labour input for cleaning and feeding. Buildings are
constructed of good quality materials with adequate insulation and
automatic ventilation control.
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TABLE 14

Capital Requirements of Intensive Pig Production
($/sow)

Production System

Type of Capital Weaner Pork Bacon/Trim Pork
Fixed 1,760 2,458 3,071
Working . 240 450 500
Total 2,000 2,908 3,571
Services 210 400 420

Physical Assumptions:

1. 22 pigs weaned per sow per year
2. 5 week weaning

3. Allowance of 1 week for cleaning etc. in farrowing, weaner and grower
sections

4. Weaners sold at 8 weeks, pork at 18 weeks and bacon/trim pork at 23
weeks.

Financial Assumptions

1. Housing costs ($/place including site preparation)

Empty gilt 200
Boars & dry sows 700
Lactating sow 2,500
Weaners 150
Growers 200

2. Automatic feeding ($20/place) included in weaner and grower sections
3. Fixed capital includes breeding stock (sows and boars) but not land.
4. Working capital excludes labour and debt servicing

5. Services includes roading, power, water, effluent disposal, feed
storage

6. Buildings constructed by professional labour
7. $250/unmated gilt, $400/boar for weaner production, $500/boar for

bacon/trim pork production.

Source: New Zealand Pork Industry Board, N H J Stables (pers. comm.)
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These estimates do not apply to 1less intensive systems, without
sophisticated automatic feeding and cleaning, full insulation and
electronic environment controls. The costs, per square metre of building,
where these features are not incorporated are a good deal lower than the
figures shown in Table 14, though the square area requirement per pig 1is
higher. Such buildings would reduce the capital costs per sow; they would,
however, be a good deal more labour intensive and probably achieve less
efficient feeding levels, offset to some extent by the lower costs of
servicing the capital.

Fixed capital requirements are lower again on units using cheap or low
cost housing systems. They are often found on small units, where labour is
not a major constraint and where the emphasis is on keeping capital outlay
to a minimum. In all but a very few cases, such units achieve poorer
performance in terms of productivity per sow and feed conversion rates than
achieved in the type of housing assumed in Table 14. In additicn, the rate
of depreciation and the costs of repairs and maintenance will be higher
than is the case with properly designed and constructed buildings.

In addition to the fixed capital requirements, working capital ‘needs
(i.e. the investment in current inputs for the period until income is
received for production from these inputs) in pig farming are considerable.
They vary with the type of production; finishing only units require four to
five months working capital, compared to eight months for weaner
production, eleven months for porker production and thirteen for baconers.
Many pig producers rely on stock firms or meat companies to provide part,
if not all, of their working capital needs, while others have regular
overdrafts or other facilities from their trading bank.

Where a pig producer sets up an integrated unit involving not only pig
production facilities but also grain storage and milling to produce
compound feed, the capital costs will be substantially greater than those
set out above. The estimates in Table 14 indicate that a unit of 100 sows,
producing bacon weight pigs and including full grain storage facilities
would cost $400,000 to establish at present. On farm feed preparation
would raise this cost still further.

The heavy capital commitments of larger, efficient pig producers have
ma jor consequences for their responses to changes 1in the level of
profitability. The high overhead cost element, 1in their total cost
structure, which may involve considerable debt servicing obligations, means
that variable costs are a smaller proportion of the total than on pig farms
generally and only when prices fall below -these variable costs would
reduction or cessation of production be financially Jjustified. Producers
in this situation would be much more inclined to maintain production in the
face of an adverse price movement than producers with lower capital costs
but higher variable costs per unit of output. As the proportion of total
output from capital intensive production units increases, the response to
price falls will tend to be delayed until the fall becomes of an even more
serious character; the production response could then be much sharper than
that to the initial price decline.

3.6 Current Levels of Performance in New Zealand

A most useful source of information on the range of production
efficiency in pig production in New Zealand is the "Computerised Pig
Production Recording Service", provided by one of the major feedingstuff
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firms. This is "designed to assist pig producers to identify more quickly
and more accurately the performance levels and trends of both physical and
financial aspects of pig production' (Francis 1984). While there is a
considerable level of uniformity in the main input - feedingstuffs - used
in pig production in this sample of producers, it must be recognised that
there is liable to be some differences in the data arising from the fact
that the basic information is supplied by individual producers, not all of
whom may exert the same degree of diligence in supplying the information
required on a monthly basis. Nevertheless, after allowing for part of the
variation in the results to have arisen from this factor, it is clear that
there remains a wide range in physical and financial efficiency in pig
production, and that the average levels are improving steadily. it is
likely that those participating in this recording service are drawn from
among the more efficient producers and the range in the total population of
producers is therefore greater than that shown in these results.

The most important physical parameters in pig production are pigs
produced per sow per year and the food conversion ratio. So far as the
pigs produced per sow per year 1s concerned, this is a function of:

{a) the farrowing index, i.e. the total number of farrowings taking
place in a 365 day period, divided by the average number of sows
in the herd;

(b) the number born alive per litter, i.e. the recorded number of
piglets born alive divided by the number of 1litters born; and

(c) percentage mortality of pigs born alive, i.e. the total number of
deaths recorded expressed as a percentage of the total number of
pigs born alive in the period.

For 1983, the results of the Computerised Pig Production Recording
Service show that the average number of piglets weaned per sow was 18.99.
The range was as follows:

Number of Piglets Number of Farms
Weaned per Sow

Over 20 11
18-19.99 10
16-17.99 11
Under 16 3
Total 35

The range in the component items in sow productivity was:

(1) FParrowing Index Number of Farms
2.3 and over 9
2-0-20 9 18
1.7-1.99 6
Under 1.7 2

Total 35

Average 2.13
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{2) Average Number of Number of Farms
Piglets Born Alive

11 and over 10
10-10.99 18
Under 10 7
Total 35

Average 10.59

(3) Percentage Mortality Number of Farms
Under 10 4
10-15 16
15=20 12
Over 20 3
Total 35

Average 13.71

The two main factors affecting sow productivity are the farrowing
index and the level of mortality among pigs born alive - both factors which
are affected by management performance. The range in the number born alive
per litter is much smaller, although it remains a factor of some
importance.

In the feeding herd, the 1level of mortality remains significant,
though at a lower level than at the breeding level. The average of 3.45
per cent covered a range as follows:

Percentage Mortality in Number of Farms
Feeding Herd ’

0-1.99 11
2-3.99 17
over 4.0 13
Total 41

At this stage in the production process, the food conversion rate
(i.e. the total weight of feeding herd feed used, divided by the calculated
liveweight gain) becomes of major -significance.
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It is possible to extract the average and range of the food conversion
ratios for weaner, porker and baconer production. As 1is to be expected
from other studies, the ratio deteriorates as weight increases; the average
conversion ratio for weaners was 2.34, for porkers 2.53 and for baconers
2.91. The range in these results was as follows:

Food Conversion Weaners Porkers Baconers
Ratio (Number of Farms)
Under 2.1 3 - -
2.1-2.29 2 1 -
2.3-2.49 3 4 -
2.5-2.69 - - 3
2.7-2.89 1 2 2
2.9-3.09 1 1 K
3.09 and over - 1 4
Total 10 9 16

The consequence of the variation in physical efficiency in the
economic returns from pig production are even more dramatic than these
physical efficiency variations themselves. In the case of the surplus over
total feed, farm operating and fixed costs per sow per annum, the average
of $292.90 covered a range from a loss of over $400 to a surplus of more
than $800. The distribution of this surplus per sow was:

Surplus per Sow ($) Number of Farms

Loss

0-199.90 0]
200-399.90 0
400-599.90 1
600-799.90 3
over 800 3

Total 35

A simllar pattern emerges in the case of the Gross Margin over feed
per pig sold. Here the average of $28.30 was the result of a range from a
loss of over $20 per pig to a margin of over $50 per pig. The distribution
was:

Gross Margin Over Number of Farms
Feed per Pig Sold (%)

Loss

0- 9.90
10~-19.90
20-29.90
30-39.90

40 and over

-
I 0O Ul o £

I~
—

Total
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The level of production efficiency has been changing considerably
among the producers in this Recording Service. For example the changes in
one year from 1982-83 to 1983-84 involved:

(2) an improvement in the average farrowing index from 2.05 to 2.13;

{b) an increase in the average number of piglets born alive from 10.19 to
10.59;

(¢) an increase in the pigs weaned per sow per year from 17.83 to 18.99;

(d) an improvement in the average food conversion ratio from 2.60 to 2.53
for porkers and from 2.95 to 2.91 for baconers; and

(e) an increase in the average daily liveweight gain of feeding pigs from
445 grams to 482 grams.

It seems likely that the improvements in efficiency in this sample of
producers are reflected in the pig population generally - for example the
increase in pigs weaned per sow per year 1in the national pig herd was
similar to that recorded in this recording scheme. With the emphasis on
food coversion and daily liveweight gain of the boars used in the main
breeding herds, it is likely that the improvements in these characteristics
of the recording service data was also achieved in pig production
generally. The economic consequences of these substantial improvements in
production efficiency are considered later in this report.



CHAPTER 4

FACTORS AFFECTING THE SUPPLY OF PIGS

4,1 Some Basic Issues

The changes in the output of pigs in the medium to longer term will be
a consequence of relative price changes and of the effects of technology on
the input/output relationships. The likely trends in some of these factors
can be foreseen with a reasonable degree of certainty; other factors are
extremely difficult to predict. Nevertheless for producers considering the
medium or longer term policies, some view has to be taken of the 1likely
level of profitability that will be realised from pig production. This
chapter considers the factors affecting pig output and profitability; it is
not, however, intended to provide any specific forecast of the outcome of
these factors.

The effects of changes in the general economic environment are of
importance. It is assumed that over the next few years the basic trends of
the past decade in the New Zealand economy will continue; there should be
an improvement in the rate of economic growth but this is unlikely to be of
such major proportions as to transform the general economic environment.
It is assumed that exchange rate policy will continue to maintain the
external value of the New Zealand dollar broadly at its prevailing free
market rate. It is also assumed that there will be no direct government
intervention in the market for pigmeat or in the market for the main input
requirements (particularly cereals) of pig producers. Thus the maintenance
of market forces in the pigmeat industry is expected to continue. The
projected changes in real household expenditures are considered later; for
present purposes it is sufficient to recognise that over the next year or
two they will not be favourable to increased pigmeat consumption.

The present institutional arrangements are also expected to continue
basically unchanged. The Pork Industry Board, financed by pig producers,
with the responsibility for general market development and the further
evolution and dissemination to producers of modern production technology,
is assumed to remain with its present powers, but without any direct
control over supplies on the home market, either from domestic producers or
from external sources.

Thus it -is assumed that the present "status quo" will not be altered
significantly. This does not mean, however, that the current equilibrium
on the pigmeat market will necessarily continue; this will depend upon
decisions of producers and upon the continued success of the Pork Industry
Board's efforts to expand markets at a rate which is consistent with the
present growth in production. The latter issue 1is considered 1in some
detail in the later chapters of this study; the alternative strategies that
the Board could pursue can only be determined in the light of the changes
in the levels of supply and of demand that actually occur. As far as the
individual producer is concerned, the changes in market balance will have a
direct bearing on the prices paid for pigs, and thus on the level of
profitability. This in turn will have a major effect on the decisions by
producers on their output levels, but the precise relationship between
output price changes and changes in production (the "elasticity of supply")
is not known at the present time, and in any event is likely to be of a
dynamic, rather than of a constant, nature. Prices should not be seen
solely as a determinant of output; they are also a consequence of the
output on the market and its level of equilibrium.

43.
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The market situation for pigmeat has been affected by changes in
consumer attitudes to different types of meat. These appear to have had a
greater impact on the demand for bacon than for pigmeat as a whole but, as
bacon accounts for half of total pigmeat consumption, dietary changes are
of considerable significance. While these consumer preferences can be
modified by campaigns to promote the consumption of bacon and other forms
of pigmeat, it is likely that the current trends in food preferences will
not be entirely reversed. It 1s assumed that the current changes in
consumer attitudes will continue and that these will be of only 1limited
value in the development of the domestic market for pigmeat.

4,2 Continuation of Structural Change

The evolution of the structure of production and in particular the
growing concentration on the larger units, as set out in Chapter 2, seems
set to continue. The data up to 1983 give no indication of any reduction
in the rate of change, although as production becomes more and more
concentrated the opportunities for further developments in this direction
will inevitably decline.

The area where the decline has been taking place, and can be expected
to continue is among the producers with 20-500 pigs, of which there were
just over 1,000 in 1983. These producers accounted for 27 per cent of the
total pig population in that year. Only a small proportion of these units
are full time pig enterprises; the large majority of them are either
subsidiary farm enterprises on farms with other major farming activities,
or are run on small sized farms which are not, themselves, the principal
source of income of the producer concerned.

Units of this type have in the past played a major role 1in the New
Zealand pig industry but they face one overwhelming problem today. 1In the
light of the economic advantages of the 1larger specialised units,
relatively few of these smaller and middle sized units can achieve the
standards of productivity, or the economies of scale, that the large units
now achieve. This can be seen clearly in the levels of productivity per
sow by size of herd dervied from the 1983 Agricultural Census (Table 15).

TABLE 15

Productivity per Sow by Size of Herd 1983

Herd Size Litters per Piglets Weaned Piglets weaned
Groups Breeding Sow per Litter per Breeding Sow

1- 19 1.476 7.99 12.87
20- 99 1.687 8.06 13.60
100-499 1.810 8.25 14.95
500-999 1.892 8.56 16.17
1,000+ 2.012 8.81 17.73
All herds 1.865 8.51 15.87

Source: Derived from Agricultural Stétistics 1982-83. Dept of Statistics.
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The greater productivity of sows in the larger herds is quite marked,
both in terms of litters per sow per annum and in piglets weaned per sow,
combining to give 50 per cent more piglets weaned per sow in the larger
herds than in the very small ones. This better performance 1is evident
right through the range of herd sizes. It is reasonable to conclude that
existing management standards in the larger herds are better than in the
medium and smaller units, and that the producers with large herds have both
a greater incentive and better opportunities for improving the level of
technical performance of their herds.

The greater productivity per sow 1is illustrative of the higher
efficiency standards of the bigger herds. While no detailed information is
available it is likely that these herds also achieve lower feed costs,
through breeding policies designed to give better feed conversion rates,
and through housing better equipped to this end. There are also economies
in the expenditure on modern, sophisticated pig housing. The advantages of
this type of housing in terms of the levels of production efficiency that
can be achieved have become increasingly recognised; the cost of the
buildings and the associated equipment per pig housed tends to lower as the
size of unit increases.

Larger herds are also likely to have some advantages in terms of the
prices they pay for inputs and receive for their output. The evidence of
this is very limited, but the opportunities to negotiate better terms for
large quantity purchases or sales are of importance in many businesses.

These benefits of larger scale have to be set against the availability
of resources, particularly labour, at low opportunity costs in many smaller
units. With the growth of incomes generally and the possibilities for
other activities, both on and off the farm, the importance of utilising
surplus labour through a pig enterprise has diminished.

The combination of higher efficiency, better bargaining strength and
economies of size in capital and labour costs will continue to affect the
structure of pig production. At the same time, managerial competence is
likely to become of even greater importance, as profits from the larger
units reflect both day to day management and the longer term managerial
decisions to a greater degree than smaller units. Expertise 1in pig
production is becoming a major factor in the industry and there 1is every
reason to expect it to become of even greater significance. This too will
affect the structural developments that will take place in the coming
years.

4.3 Breeding Policies

The further improvement in efficiency through appropriate breeding
policies has been widely stressed. For example, it has been pointed out
that "a scientific approach to pig breeding requires an understanding of
the genetic parameters involved, and recognition of the factors which
affect the intensity of selection and generation turnover. To otain
maximum genetic progress involves attention directed solely at
characteristics of economic significance which will respond to selection
and the identification of superior stock on the basis of performance
testing" (Smith et. al. 1980). The importance which producers attach to
breeding programmes is reflected in the lengthy discussions on this issue
at their annual conferences. Commercial pig producers can achieve benefits
from the breeding programmes in the most advanced herds in terms of genetic
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improvement through:

(a) purchasing boars of higher relative genetic merit determined through
performance testing; :

(b) purchasing performance tested purebred or crossbred gilts;
(c) a more rapid turnover of tested boars and sows; and
(d) purchasing from the best sources of breeding stock (Stables 1980).

These steps by producers, together with the work of the National Pig
Breeding Centre, the McMeekan Centre and the pedigree breeders under the
Voluntary Improvement Plan have been responsible for the rapid growth in
sow productivity in the national breeding herd. Of course, the extent to
which producers are involved in positive steps to improve the quality of
their breeding herds varies widely. Their policies 'on sow and boar
replacements were included in the producer survey. Less than 20 per cent
buy in sows, with 47 per cent relying entirely on sows they breed
themselves and just over one third breeding part of their requirements and
buying in the rest (Table 16). Weaner producers tend to be more dependent
on buying in (either with or without some breeding themselves) than those
in the farrow-to-finish system, but this may be due in part to the fact
that smaller producers tend to be more dependent on purchasing sows than on
breeding their own. Generally a higher proportion of producers in the
North Island breed their own sows, and this may be 1linked to the higher
incidence of larger, farrow to finish units there.

TABLE 16

Producers' Policy on Sow Replacements
(Number of Respondents)

Breeds own Buy in Breed and Total

Sows Buy
Farrow to Finishing 85 33 58 176
Weaner 22 10 21 53
Total 107 43 79 229
Large 66 23 38 127
Medium 13 9 13 35
Small 28 11 28 67
Total 107 43 79 229
North Island 70 24 40 134
South Island 37 19 39 95
Total 107 43 79 229

Source: Postal Enquiry of Pig Producers.
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As far as boar replacement is concerned, 75 per cent of producers in
the survey bought McMeekan tested boars or on farm tested boars (Table 17).
Some of the producers used more than one source of boars.

TABLE 17

Producers' Policy on Boar Replacements
(Number of Respondents)

Purchase On farm Untested
"McMeehan" tested boars Total
tested boars boars
Farrow to Finishing 69 : 85 43 187
Weaner 14 17 21 52
Total 83 102 64 249
Large 56 66 26 148
Medium 14 18 8 40
Small 13 18 30 61
Total 83 102 64 249
North Island 49 69 41 159
South Island . 34 33 23 90
Total 83 102 64 249

Source: Postal Enquiry of Pig Producers.

The incidence of McMeekan tested boars on one third of the farms is
indicative of the importance attached to breed policies. These boars are
more commonly purchased by large producers, while small producers tend to
use a larger proportion of untested boars. This again illustrates the
greater importance that large producers attach to their breeding
programmes; it is reasonable to expect that they will achieve better
results from these programmes than the smaller producers. The use of
untested boars occurs in both the North and South Island at approximately
the same rates.

4.4 Producers' Intentions for Future Output

In the producer survey, the participants were asked about their plans
for their pig enterprise, on the basis of the present level of
profitability in pig production being maintained in the future. While 55
per cent stated that they intend to maintain their present level of output
under these conditions, most of the remainder (amounting to about 40 per
cent of all participants) intend to expand (Table 18). Only eight
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producers stated that they would give up production altogether while three
said that they would reduce output. On the basis of system of production,
46 per cent of those in the survey producing weaners plan to expand output,
with only one weaner producer planning to give up production altogether.

Almost half the producers in the survey in the South Island are
planning to expand their output. This may in part reflect the greater
willingness of weaner producers to expand, as more of the weaner producers
in the survey are located in the South Island.

TABLE 18

Plans for Pig Enterprise, Assuming Present Level
of Profitability is Maintained
{Number of Respondents)

Expand -Expand Maintain Reduce Give up
Rapidly Slowly Present Qutput Production Total

Output
(a) By System of Production
Farrow to Finish ° & 56 95 3 6 164
Weaner 0 23 26 0 1 50
Finishing 0 9 9 0 1 19
Total 4 88 130 3 8 233
{b) By Size of Unit
Large 2 55 73 0 5 135
Medium 2 9 20 1 2 34
Small 0] 24 37 2 1 64
Total 4 88 130 3 8 233
(c) By Location
North Island 2 43 91 1 5 142
South Island .2 : 45 39 2 3 91
Total 4 88 130 3 8 233

Source: Postal Enquiry of Pig Producers.

In terms of size of unit, more of the larger producers reported an
intention to expand production than those in the medium or smaller
categories. This is in accordance with the structural changes which have
been taking place and reinforces the view that these changes are likely to
continue. Furthermore, given the proportion of total output which comes
from the larger units, the higher incidence of intention to expand on these
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units is of much greater significance than would result from expansion on
smaller units. ;

These plans to expand have also been reported by the consultancy
service of the Pig Industry Board. During 1984, the Service produced 113
plans for re-organising and expanding output making a total additional
capital investment of over $4 million. In addition 154 budgets and
feasibility studies were provided.

In the course of the producer survey, the participants were also asked
what steps they would take to increase their present level of profitability
from pig production. Over half those surveyed felt that measures to
increase feed efficiency would be the most effective way of increasing
profits (Table 19). It is, however, of particular interest that over a
quarter of producers saw increasing output as the best route to higher
profitability. Only a small number of producers saw reducing feed costs as
a viable option as far as their own units were concerned. The search for
higher feed efficiency is clearly of importance to pig producers, and 1is
one of the areas in which the adoption of modern production technology has
a significant impact on the level of financial returns.

TABLE 19

Possible Action by Producers to
Increase Profitability of Pig Enterprises
{Number of Respondents)

Increase Feed Expand Reduce Other Total
Efficiency Pig Output Feed Costs Action

{a) By System of Production

Farrow to finish 91 37 11 19 158
Weaner 13 17 6 2 38
Finishing 6 7 5 3 21
Total 110 61 22 24 217
(b) By Size of Unit
Large 71 ' 39 9 18 137
Medium 17 4 4 3 28
Small 22 18 9 3 52
Total 110 61 22 24 217
{c) By Location
North Island 68 38 9 19 134
South Island 42 23 13 5 83
Total 110 61 22 24 217

Source: Postal Enquiry of Pig Producers
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The views of producers were sought on the most effective incentive to
production increases (Table 20). This question had been asked in a more
general survey of New Zealand Farmer Intentions and Opinions (Pryde and
McCartin 1984). Both surveys reported a reduction in inflation as the most
important single factor, but a somewhat greater proportion of pig farmers
(39 per cent) attached primary importance to this than farmers generally
(29 per cent). This probably reflects the greater susceptability of pig
production to increases in costs.

The second issue developed by pig producers as the most important
incentive was a minimum price for pigs. In view of the uncertainties which
exist in pig production, it is not surprising that a considerable number of
producers attach importance to this.

The third factor which pig producers regarded as important in
encouraging output is intensifying research into on-farm problems; this
received more response from pig producers than from farmers generally.
Again this would appear to reflect the particular 1importance attached ¢to
improved technology as the route to higher profitability in pig production.

A number of other issues were regarded as important by some producers.
The availability and cost of farm credit is evidently of concern; these two
factors were identified as the most important by 17 per cent of producers
in the survey.

Producers were also asked their views on the three most important
factors limiting output expansion. The replies, as set out in Table 21
have been weighted according to the relative importance attached to the
various factors by the respondents. The main concern was the cost and
availability of finance, which account for 30 per cent of the replies;
income tax was the next most serious factor, followed by inadequate
profits. In a similar question addressed to farmers generally in a survey
of New Zealand Farmer Intentions and Opinions 1983 (Pryde and McCartin
1984); the cost and availability of finance was also the main limiting
factor identified by the participants, but at 17.3 per cent of the total
was not as significant as in the survey of pig producers (although this may
in part reflect the view that lending institutions have generally regarded
investment in pig production as of a more risky character than investment
in other farm enterprises). Most of the other factors were similar in
their incidence in the two surveys (although there were some options
identified in the Pryde and McCartin survey which were not of relevance to
pig producers).



TABLE 20

Producers' Views on Most Effective Incentive to Production Increases
(Number of Respondents)

Reduction Reduction Reduction Minimum Reduction Increase Reduct ion More Reduction Increased
in Income in Death in Prices in in in cost Research Government Extension Other Total
Tax Duties Transport for Inflation available of farm into Subsidies Facilities
Costs Pigs farm credit on farm & Grants

credit problems

(a) By System of Production

Farrow-to-Finish 5 - 6 20 64 10 12 16 9 3 B} 151
Weaner 0 1 3 8 13 4 6 9 3 - - 47
Finishing I 1 2 9 1 4 2 - 2 - 22
Total 6 2 9 30 86 15 22 27 12 5 6 220
(b) By Size of Unit
Large 6 - 6 16 46 8 11 14 4 5 6 122
Medium - - I . 5 15 4 3 5 3 - - 36
Small ° - 2 2 9 25 3 8 8 5 - - 62
Total 6 2 9 30 86 15 22 27 12 5 6 220
(c¢) By Location
North Island 3 - 6 i6 53 10 13 17 4 5 6 133
South Island 3 2 3 14 33 5 9 10 8 - - 87
Total 6 2 9 30 86 15 22 27 12 5 6 220

"1
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TABLE 21

Producers' Views on the Most Important Factors
Limiting Expansion of Output
{(Proportion of Respondents)

System of Production

Farrow to Weaner Finishing Total
Finish
% % % %
Finance - its availability 12.8 7.8 9.1 11.5
Finance - its cost 17.3 26.6 15.2 18.7
Income Tax Levels 13.9 4.7 18.2 12.6
Death Duty Levels 0.8 - 9.1 1.4
Availability of Trained Labour 5.6 3.1 9.1 5.5
Cost of Trained Labour 2.6 4.7 6.1 3.3
Cost of Providing Housing for
Additional Labour 2.3 1.5 3.0 2.2
Cost of Additional Farm Inputs 6.0 9.4 6.1 6.6
Instability of Prices 6.4 9.4 12.1 T4
Size of Farm 6.0 12.5 - 6.6
Age and State of Health 4.5 3.1 - 3.9
Industrial Unrest in Industries
Servicing farming 2.6 1.5 6.1 2.8
Inadequate Profits 9.4 9.4 3.0 8.8
Availability and Cost of
Transport o 1 3.1 3.0 1.6
High Cost of Machinery 1.5 - - 1.1
Disappointing Performance of
" Livestock 5.3 3.1 - 4.k
Other 1.9 - - 1.4
Total 100.0 100.0 100.0 100.0

Source: Postal Enquiry of Pig Producers.

4.5 Capital Investment

The main constraints on expansion by those producers who see this as
the route to greater profitability are the capital costs of new investment
and the demands on the available labour force. In some cases problems of
effluent disposal are major constraints, but these do not appear to be of a
general nature.

One of the important influences on the availability of borrowed
capital is the asset base which provides the security often required by
bankers and other lenders. The average 1level of value of assets, as
reported by respondents to the survey, was just over $500,000, of which
$300,000 was in the form of farm land (Table 22). The lower value of
assets, both farm land and other farm assets, of weaner producers
represents the generally smaller size of these producers in the survey;
conversely in the case of finishing units in the survey their generally
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large size is reflected in their asset values.
TABLE 22

Estimates of Asset Values 1984
(Average per farm $000)

Farmland Other Farm Off Farm
Assets Assets
By System of Production
Farrow to Finish 317.3 187.6 66.2
(122) (121) (61)
Weaner 171.4 88.0 42.7
(32) (32) (17)
Finishing 360.7 198.7 : 167.0
(18) (16) (9)
All Farms 294.7 169.8 72.1
' (172) (169) (87)
By Size of Unit
Large 341.8 225.7 949.3
(106) (102) - (52)
Medium 241.1 99.5 25.6
(22) {20) (15)
Small 208.1 78.4 36.4
(44) (47) (20)
All Farms 294.7 169.8 ' 72.1
(172 - (169) (87)

Source: Postal Engquiry of Pig Producers.

Note: As the levels of assets were not reported for each farm, the
averages relate to the number for whom details were available.
The numbers in brackets are the number of farms reporting.

In the Pryde and McCartin survey mentioned above, the farmland assets
were valued at just under $500,000, reflecting the much greater importance
of land in the general farm situation (and also the fact that this survey
excluded farms below 20 hectares, while the pig producer survey had no
lower size 1limit and had units with only one or two hectares). Farm assets
other than land were, however, nearly 50 per cent higher on the pig
producing farms, in spite of the inclusion of the very small units in this
survey. This 1illustrates very clearly the more intensive capital
investment programmes on these farms, and explains the concern felt by many
pig producers about the availability and cost of finance for the
development of their farm businesses.

The larger pig producers have virtually the same total asset values as
farmers generally in New Zealand in spite of the much smaller area of their
farms. With the growth of concentration in pig production, the view that
this enterprise is one that i1s easy to enter and makes small demands on
capital is becoming less valid and the people who enter on 1low investment
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levels are playing a diminishing role in the industry.

Just over a quarter of the participants in the survey indicated that
they were seeking medium term finance in the 1984/85 year; the average
amount sought was just over $66,000 (Table 23). Again compariscon with the
response of farmers generally in the Pryde and McCartin survey is
interesting; just over 15 per cent in that survey indicated that they would
be seeking medium term finance and the average amount sought was $42,000.
This once again illustrates the high demands for external capital in pig
production, which reflects the capital investment needs of new technology
developments and the current willingness of pig producers to invest at
current prices and profitability. The longer term borrowing needs of pig
producers was, however, somewhat smaller than that of farmers generally;
the incidence was approximately the same at 12 per cent of the participants
in the two surveys, but the average amount required by pig producers, at
$80,000, was $15,000 less than that reported in the Pryde and McCartin
survey.

The main reason given by pig producers for seeking additional capital
was to invest in farm buildings (Table 24) with refinancing existing loans
and land purchase as the two next most important needs. As might be
expected it is the larger unit, and those in the farrow-to-finish system,
who account for most of the proposed farm building investment from borrowed
funds.

Most producers regard the interest rate as the most important factor
when borrowing finance (67 per cent in the pig survey and 74 per cent in
the Pryde and McCartin survey) but over 20 per cent of pig producers
regarded the amount available as the most important factor compared with
12.3 per cent of farmers generally (Table 25). The period of the loan was
important to around 12 per cent in each of the surveys.

The general picture that emerges from the reponse of pig producers 1is
that a substantial proportion of them are either actively undertaking or
considering new capital investments. How much of this will be directed to
reducing costs and how much to expanding output is not clear, but there is
a wide feeling that lower costs and greater output are interlinked in the
investment plans of producers. Pig producers may have somewhat greater
problems in getting additional 1loan capital, because of the lack of
acceptable security for loans, particularly producers who are on small (one
or two hectare) farms. 1In addition the considerable uncertainties in pig
production may influence lenders, although the stability in the industry
over recent years may have made this factor of less significance than it
was a few years ago.



TABLE 23

Producers' Intentions for Medium and Longer Term Borrowing 1984-85

Medium Term Finance Long Term Finance Total Finance
Average No. of Average No. of Average No. of
Amount $ Producers Amount $ Producers Amount $ Producers

(a) By System of Production

Farrow-to-Finish 65,625 48 86,818 22 72,285 70
Weaner 28,125 8 30,000 4 28,750 12
Finishing 60,000 7 103,333 3 73,000 10

Total 60,238 63 : 80,689 29 66,685 92

(b) By Size of Unit

Large 69,425 47 105,312 16 79,127 63
Medium 29,500 5 53,571 7 43,667 12
Small 34,818 11 46,667 6 39,000 17

Total 60,238 63 80,689 29 66,685 92

Source: Postal Enquiry of Pig Producers

Y



TABLE 24

Producers' Intentions in Relation to Proposed Medium Term Borrowing
(Number of Respondents)

94

Land Farm Plant and Refinancing Personal Other
Purchase Buildings Machinery Loan

(a) By System of Production

Farrow-to~Finish 15 30 8 13 4 -
Weaner 2 3 ] 2 - 1
Finsihing 2 7 - 5 - -

Total 19 40 9 20 4 ]

(b) By Size of Unit

Large 14 28 6 8 4 ]

Medium 2 4 2 3 - -

Small 3 8 1 9 - -
Total 19 40 "9 20 4 1

(¢) By Location

North Island 12 28 7 12 2 -

South Island 7 12 2 8 2 1
Total 19 40 ' 9 20 4 I

Source: Postal Enquiry of Pig Producers



TABLE 25

Producers' Attitudes to Main Factors in Borrowing

Most Important Least Important
Interest Amount Period of Interest Amount Period of
Rate Available Loan Rate Available Loan

(a) By System of Production (Number of Respondents)
Farrow-to-Finish 91 32 19 27 36 71
Weaner 33 4 4 4 15 20
Finishing 12 7 1 3 4 10

Total 136 43 24 34 55 101
(b) By Size of Unit
Large 74 35 : 15 24 32 60
Medium 19 3 . 6 8 2 16
Small 43 5 . 3 2 21 25

Total 136 43 Z 24 34 55 101
(c) By Location
North Island 71 31 14 22 35 53
South Island 65 12 10 12 20 48

Total 136 43 24 34 55 101

Source: Postal Enquiry of Pig Producers

TLS






CHAPTER 5

THE DOMESTIC MARKETING OF PIGMEAT

5.1 Current Marketing Situation

The New Zealand market for pigmeat is supplied primarily from domestic
production, with a small proportion in recent years being met by imports.
Pork, bacon and ham accounted for just under 15 per cent of total household
expenditure on meat and fish in 1983, while a proportion of the 11.5 per
cent spent on sausages and other prepared smallgoods would also be related
to pigmeat products (Table 26). Expenditure on food per household has been
declining in real terms over the past decade; this has affected the total
level of domestic consumption of meat, including pigmeat. This is part of
the general decline in real spending per household, but it has led to an
increasing proportion of total household expenditure being spent on food -
from 17.60 per cent in 1973 to just over 19 per cent ten years later.

TABLE 26

Distribution of Household Expenditure
on Meat and Fish

Commodity 1981 1982 1983
% % %
Beef and Veal 31.5 30.2 29.8
Pigmeat: 13.9 14.5 14.3
Pork {4.6) (5.1) (5.0)
Bacon (5.6) (5.4) (5.6)
Ham (3.7) {(4.0) (3.7)
Mutton, Lamb & Hogget 13.9 13.5 13.8
Sausages and other
prepared small goods 11.4 10.9 11.5
Other Meat 9.3 10.4 9.6
Poultry ) 10.7 11.3 11.4
Fish 9.3 9.2 9.6
Total 100.0 100.0 100.0

Source: Derived by A. van Ameyde (pers comm) from the Household Budget
Enquiries of the relevant years.

Thus pigmeat has had to compete on a market where the total 1level of
expenditure in real terms on meat and fish is declining, due to both the
fall in household expenditure on food generally and the fall in the

59.



60.

percentage spent on meat. These changes in the pattern of household
expenditure, and on different categories of food within the general food
category, are a consequence of a wide variety of social and economic
factors, but there appears to be no detailed analysis of the causes. of
these changes in the distribution of household expenditure. One obvious
factor has been the growing concern for the consequences of the composition
of the diet on levels of health and appearance, though even here the
precise outcome of this concern is not clear.

The level of domestic consumption of pigmeat declined in the later
seventies from 13 kilos per head per year in 1977 to 10 kilos in 1980
(Table 27). The recovery since 1980 has been considerable, to an estimated
13.5 kilos by 1984; this can be ascribed to three factors:

(a) the market development and promotion campaigns operated by the Pork
Industry Board (and its predecessor, the Pork Marketing Board);

{b) the prices of pigmeat and their relationship tc those of substitute
consumer products, particularly alternative meats; and

(c) ~the trends in real household expenditure, and of the food component
within that expenditure.
TABLE 27

Total Pigmeat Consumption 1977-84

Total Gross Gross Available Kilos per
Production Exports Imports Supply head per

year

(000 tonnes) (kg)

1977 39.5 1.4 2.3 40.4 13.0
1978 38.2 0.5 2.7 40.4 13.0
1979 34.6 0.6 2.3 36.3 12.0
1980 34.2 1.3 2.3 35.2 11.0
1981 32.7 2.6 2.6 32.7 10.0
1982 40.3 - 1.6 41.9 12.7
1983 40.0 - 1.2 41.2 12.8
1984 42.1 - 2.1 44,2 13.5

Source: 1977-81 New Zealand Food Balance Sheets, Dept of Statistics
1982-84 Author's Estimates.

Note: Official data on meat produced and consumed is in terms of bone
in, dressed carcase equivalent weight. The level of pigmeat con-
sumption per head per year would therefore be smaller than the
official data (which is defned as "food available for human
consumption per head") as a proportion of the carcase is disposed
of in the form of bone and other inedible parts of the pig.
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In a study of the econometric characteristics of the demand for
pigmeat in New Zealand, changes of a structural character 1in the demand
function have been estimated in order to assess the relative importance of
the different factors affecting the sales of pigmeat (Van Ameyde 1984).
Such studies involve considerable problems not only of determining the most
appropriate mathematical form of the demand function, but also those
relating to the reliability of the data that are used 1in computing the
results in such a study. The initial results of this study raise gquestions
as to the extent of response to promotional activity, a conclusion which
conflicts with the widely held view of people immediately concerned that
promotion has lifted the demand for pigmeat, particularly fresh pork, quite
substantially. Part of the explanation for these two differing views 1is
that while fresh pork has shown the largest response, it only accounts for
30 per cent of the total pigmeat market. Even so, it 1is -evident that
econometric studies of this character need further consideration, both in
methodology and in validating the basic data; it is recommended that such
studies be encouraged as they have the potential for helping to direct
promotional expenditure into the most cost effective channels. At the same
time, the validity of such studies needs to be carefully assessed, as 1it
would be unwise to draw conclusions from complex econometric analyses which
tend to obscure problems in the basic statistical data that are used. The
need is not to disregard or ignore such studies, but to promote their
development to the point where the results are regarded as sufficiently
reliable to form part of the basis on which decisions are made on market
development programmes.

5.2 Marketing Chain

The marketing of pigmeat, as with other farm products, begins with the
producer, who decides on the characteristics of the basic product that he
is selling and on the initial steps in the marketing chain. The belief
that the producer's job is to produce pigs as efficiently as possible and
someone else's responsibility to look after the marketing now attracts few
adherents; in general pig producers are concerned with the marketing of
their products and with their own direct involvement in the marketing
process.

As part of the producer survey, those who are selling finished pigs
were asked to give details of the outlets through which they sell. The
results (Table 28), show that only a small proportion sell on a contractual
basis; most prefer an informal arrangement making either direct sales to
processor on a non-contractual basis, or sales through an agent or dealer.
For many producers the availability of alternative sales outlets 1is a
matter of importance, as there is concern that lack of competition between
buyers would lead to a fall in the prices paid in their particular area.
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TABLE 28

Sale Qutlets for Finished Pigs
{Number of Respondents)

Location

Qutlets for Finished Pigs Total

North South

Island Island
1. Direct to Butcher on Contract 10 7 . 17
2. Direct to Butcher - not on Contract 10 13 23
3. Direct to Processor on Contract 10 12 22
4, Direct to Processor - not on Contract 36 19 55
5. Through Saleyard 2 6 8
6. Through Agent or Dealer 43 10 53
7. Other : 5 2 7
Total 116 59 175

Source: Postal Enquiry of Pig Producers.

The range of outlets is not constant across all regions. Producers in
the more heavily populated areas, particularly those in the Auckland
region, have a wider choice of sales outlets, while those elsewhere,
particularly in the South Island have a more restricted range. However,
for most producers there are alternative outlets with a considerable
measure of competition between them.

Prices for pigs vary both over time and between regions. In general
they are higher in the North Island (Table 29); this reflects both the
stronger demand for pigmeat and the higher costs of manufactured pig feed.
The price differential has been widening recently; in August 1984 the price
for pigs under 50 kg was 7 cents a kg lower than that prevailing two years
earlier in Canterbury, while in the North Island prices had increased by 20
cents in Manawatu and by 25 cents in Waikato over this period. Similarly
the gap between prices for bacon weight pigs in the South Island and those
in the North Island has widened in recent years. These differences have
encouraged producers in the South Island to seek 1low cost systems of
transporting live pigs to the North Island buyers, even though there would
in theory seem to be some potential cost advantage in transporting carcases
rather than live pigs.
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TABLE 29

Regional Prices for Pigs at 31 August 1984 (c/kg)

Southland Canterbury Manawatu Waikato
Pigs under 50 kg 245 230 265 280
Pigs 50-75 kg 220 210 240 245
Choppers 110 100 - 125

Source: Pork Industry Newsletter No. 7 1984

One of the issues in the sales policy of pig producers 1is whether
prices quoted in schedules from processors are fully representative of the
returns actually paid by them. A question on whether producers of finished
pigs receive any premium over and above Schedule prices in their sales
arrangements was included in the producer.survey. Of the 174 who replied
to this question, exactly half stated that they did get a premium, but not
all of those receiving a premium did so on all their pigs. The incidence
of premiums was somewhat greater among South Island producers, but this may
in part reflect the generally lower schedule prices that prevail there.

The second step in the marketing chain consists of the pigmeat
processors who slaughter the pigs and undertake the first stages of
processing. In many cases the processing is taken right through to the
consumer pack stage (for example in the case of bacon). In other cases,
the major part of the processing may be undertaken at retail level - either
in the traditional butchers shop, or in the butchery section of large
modern supermarkets. Although changes are currently occurring at the
processing level, these would appear to be of a less fundamental character
than those that have taken place at the production and retailing level.

The number of killing facilities has tended to decline; over the four
years to 1983, eight of these facilities ceased to operate. The closure of
the Whangarei abattoir at the end of 1982 has been criticised on the
grounds that "it meant that farmers had to freight pigs 200 miles to
Auckland to have them killed, and then transport them back to the local
market. This markedly increased the price of pork to consumers" (Pork
Industry Council 1983).

Pig slaughtering and processing facilities constitute only a small
part of the total meat industry in New Zealand, which is focused primarily
on the export market for lamb and beef. The meat industry over the past
decade has seen considerable legislative change; following the Report of
the Commission of Inquiry into the Meat Industry, which was submitted to
Parliament in 1974, major amendments were made to the 1964 Meat Act which
in turn was followed by a further amending Act in 1980 and the final repeal
of the 1964 Meat Act in 1981, and its replacement by a consolidatory Act.
The 1981 Act changed the legislative environment for local supply
slaughtering, at the same time requiring 1local authorities to bring
abattoirs up to required standards, but this has brought new problems:
"while privately owned abattoirs had access to a ‘'hygiene grant' and
accelerated tax write-offs for the cost of meeting these requirements,
those owned by local authorities did not .... Where abattoirs were run by
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local authorities the operation was usually regarded as a form of public
utility and was by design a non profit making organisation. The lack of
profits from which reserve funds for capital development could be built up
was a further hindrance to development programmes" (Sheppard and Fowler
1984). How much this has affected the slaughtering of pigs, rather than
the full range of animals slaughtered at abattoirs is not clear; it 1is an
issue that requires further consideration as part of a wider assessment of
the pigmeat processing industry as a whole.

The information currently available on the pigmeat processing sector
is insufficient for any firm conclusions to be drawn on its current state
of efficiency or the degree to which it has adopted new technology and
modern production structures. Compared with the changes which have taken
place in the pigmeat processing industry 1in Europe over the past two
decades, the New Zealand industry would appear to have been under much less
pressure to rationalise its production process. On the shelves of New
Zealand supermarkets, the volume and range of processed pigmeat products on
sale is much smaller than those generally to be found in similar sized
supermdrkets in Britain or Ireland (which have comparable dietary patterns
to those in New Zealand). The emphasis on quality characteristics in the
new bacon promotion campaign would seem to indicate concern about the
standards of quality which have prevailed in packaged bacon, and this may
be one factor in the declining trend in bacon consumption over recent
years.

The third major stage in the marketing chain is that of the retail
outlets. The growth of large supermarkets and of convenience packaging has
changed the character of retailing; this has affected pigmeat as much as
any other product. 1In particular the Trim Pork approach to selling fresh
pork appears ‘to have made its greatest impact in supermarkets, rather than
in the older, small conventional shops. The policy of producing one weight
of pig to meet the variety of different end users has not yet reached the
point where the traditional butcher selling pork has turned entirely to
heavier weight pig trimmed to appropriate consumer cuts, but a considerable
development is taking place in this direction.

Changes in the structure and character of retail distribution over
recent decades have been of equal significance to those at the production
end. It is evident that these changes are far from complete; the proposals
for larger stores and for expansion in the southern half of the North
Island by the Company which operates one of the largest retail food trading
organisations in New Zealand (Progressive Enterprises 1984), together with
similar plans by other retail groups, will sustain the changes 1in food
retailing until at least the end of the present decade. These changes are
likely to be beneficial to planned consumer marketing programmes (because
of the administrative gains arising from dealing with large organisations
and their willinghess to co-operate in in-store promotion campaigns),
although the buying strength of large retailers will increase the need for
a careful assessment of the optimum allocation of marketing and promotion
expenditures. The policies of modern supermarkets will also create the
demand for uniformity of product, at a high standard of quality. This may
in turn be more easily achieved by the larger producer, rather than by a
group of smaller ones, and further reinforce the trend towards greater
concentration of production. Thus the changes in production and retailing
structures are likely to interact at the expense of the smaller wunits in
both sectors.
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5.3 Promotion of Pork Consumption

The basic organisation of the market development programme of the Pork
Industry Board consists of three strands:

1. steps to improve and standardise the quality of pigmeat sold at retail
level;

2. the organisation of promotional activities, particularly in the large
supermarkets but also in other suitable environments, involving
demonstrations of preparation and presentation of cooked pork, ham and
other forms of pigmeat; the preparation of various menu cards,
in-store display material and similar direct promotion can be included
in this category; and

3. advertising through television, journals and other media.

These three forms of market development are clearly interdependent;
the most recently published annual report of the Pork Industry Board shows
expenditure on advertising as the one absorbing the largest share of the
total marketing budget, but this may not necessarily reflect the relative
significance of the different elements in the market development programme
as a whole.

The launching of the national Trim Pork market development campaign in
June 1981 followed agreement on the marketing plan by the Pork Marketing
Council a year earlier, with research, product development, test market
launch and trade promotion during 1980-81. The consumer research studies
showed that pork was served infrequently in most households, that many
consumers felt that pork was too dear, fatty and rich, that many consumers
wanted to buy new cuts with the right amount of fat on them and the
" majority of purchase decisions were made in the store.

The objectives of the marketing plan..were to obtain 80 per cent
distribution in supermarkets within 12 months and to obtain 50 per cent of
the target market within two years. As supermarkets are generally more
receptive to advertising and in-store promotion and their butchers believed
to be less conservative, the marketing plan was based on the hypothesis
that supermarkets offer greater potential for planned merchandising
activities than other outlets. Marketing officers were employed to arrange
co-operative advertisements and promotions with supermarkets and to
encourage supermarket butchers to give prominence to Trim Pork cuts. The
promotion of pork to caterers and institutional buyers has also been
undertaken, in conjunction with the development of standard cut 'sizes and
guality control of the meat.

The development of Trim Pork as a branded consumer product, supported
by substantial advertising has been a major factor in the ability of the
domestic market to absorb the additional supplies of pigs during 1983/84
and subsequently. With the growing rate of additional supplies, however,
it has become evident that the fresh pork market, which accounts for less
than one third of total consumption, could not be expanded .sufficiently
rapidly to continue to absorb these additional supplies.

5.4 Promotion of Processed Pigmeat

Processed pigmeat, particularly bacon and ham, account for 70 per cent
of total pigmeat sales. A programme of planned market development for
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pigmeat as a whole must have regard to the need to expand sales of
processed products, particularly as there has been a steady decline 1in
bacon and ham sales over recent years. The Pork Industry Board have
recognised that, as bacon consumption per capita has decreased by 18 per
cent since 1963, "unless positive steps are taken to meet consumer demand
for a product which is of a consistently high quality, it will continue to
decline" (Dobson 1984a).

The Pork Industry Board have therefore decided that a promotional
campaign for bacon, organised around the concept of a specific quality
standard for "Q bacon'", would be launched. The marketing objectives of
this campaign have been set as:

1. to establish a quality image for Quality Mark bacon;

2. to ensure that within the first twelve months 50 per cent of all
prepared bacon sold nationally qualifies for the Quality Mark;

3. to stabilise the demand for bacon by smoothing out the ‘current
seasonality;

4. to ensure that, within the first six months, all major bacon suppliers
to major supermarket chains qualify for the Quality Mark;

5. to obtain committed support from the major supermarket chains prior to
launch;

6. to gain the support of leading butchery groups in merchandising the
Quality Mark

7. to increase the volume of consumption of bacon by:
{a) 18 per cent in three years,
(b) 25 per cent in five years;
8. to increase the frequency of bacon usage in the following meals:
(a) dinner from two per cent to four per cent,
(b) lunch/tea from one per cent to five per cent;

9. to achieve a better utilisation of bacon weight pigs through product
line extensions; and

10. to support users in new product development (Pork Industry Board
1984) .

These objectives in total represent an ambitious programme. The
achievements of the Trim Pork campaign have encouraged the view that the
market for bacon can be substantially expanded by a suitable promotion
campaign; such a campaign is necessary if the decline in bacon consumption
over the past twenty years is to be reversed and the market expanded
sufficiently to absorb the volume of additional pigmeat coming on to the
market in the current year.

Research into consumer preferences for bacon has shown that the change
to non-traditional foods, particularly for breakfast, and the enthusiasm
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for foods which are perceived as healthy, has eroded the demand for bacon.
Furthermore, consumers are reported as being "critical and suspicious" of
packaged bacon believing that "opaque backed packs conceal defects. The
amount of fat, colour, taste, thickness and end-use are the features people
consider when buying bacon and 70 per cent prefer middle to shoulder

rashers" (Gillespie 1984). Some manufacturers have already responded to
these criticisms and are using a pack which shows the bacon both sides and
is labelled with price, use by date, cut and the number of rashers. The

consumer studies have shown that "people have distinct preferences as to
the colour, taste, size and thickness of their rashers" (Gillespie 1984).

A major part of the campaign to increase bacon consumption has been
the improvement of the quality of bacon sold for domestic consumption. The
introduction of the Q bacon promotion has involved a new campaign, run
jointly by the Pork Industry Board and the Bacon Curers Association, to
improve and standardise the quality of bacon. Only bacon which meets the
strict criteria laid down and enforced by a joint committee of these two
organisations will bear the Q symbol that 1is at the centre of the
promotional activity. These criteria include eight "critical" factors and
six "non-critical" factors. The critical factors are, weight, odour,
moisture, presence of extraneous matter, evenness of colour, lean-to-fat
ratio, levels of sodium nitrate and flavour. The non-critical factors
mainly concern presentation of the packed bacon - and a pack of bacon must
pass in at least four of the six factors. The testing is being carried out
by the Food Technology Research Centre, Massey University, though the final
decision on whether the bacon is suitable for the Q symbol is a matter for
the Pig Meat Quality Committee.

Since September 1984, "about 35 companies have one or more products
qualifying for the Q symbol. Some of these have all products approved,
some only part of their range" (Bryan 1984). The approach to the promotion
of bacon has been different to that of pork and the indications in the
early part of the campaign are that it has been difficult to repeat the
success of the Trim Pork marketing promotion in terms of the awareness of
consumers of the campaign.

The third major market for pigmeat - ham - has not been the subject of
any major promotional campaign so far, but it is currently under
consideration by the Pork Industry Board. The marketing of ham has
somewhat different characteristics to that of the other forms of pigmeat in
that it is highly seasonal 1in character, with the bulk of the sales
occurring in summer particularly at Christmas and involves sales of pork
legs which have been stored over many months prior to Christmas. At the
Christmas peak, the demand can be so strong as to absorb all of the supply
available at that time. Changing the level and seasonality of sales of ham
can have important-consequences for the way in which the pigmeat processing
industry operates at the present time. Moreover, it will be necessary to
undertake consumer research studies to identify the best opportunities for
increasing total ham sales, as this must be the starting point for any
successful promotional campaign.

5.5 Views of Producers on Promotion

The marketing programme of the Pork Industry Board is one which 1is
paid for entirely by pig producers out of the funds of a marketing levy on
all pigs slaughtered. It is of obvious concern to the Board that this
programme receives the full support of those who pay for it. It was
therefore decided to ask producers in the survey for their assessment of



68.

the success of the Board's Trim Pork promotional campaign, their awareness
of the Quality Bacon campaign and their views on whether the Board should
increase its efforts in promoting sales of pigmeat.

The responses to the question "How successful do you think the Board's
Trim Pork campaign has been?'" show that the overwhelming majority of the
producers surveyed rated it 'very successful'! or ‘'reasonably successful!
(Table 30). Half of these producers regard the campaign as a very
successful one, with a further 40 per cent assessing it as reasonably
successful. Only three per cent rated the campaign as not successful, with
the remaining six per cent giving it a 'just adequate' rating. The pattern
of response is consistent across producers by system of production, size of
unit and by location.

TABLE 30

Producers' Assessment of the Trim Pork
Promotion Campaign
{Number of Respondents)

Very Reascnably Just Not Total
Successful Successful Adequate Successful

(a) By System of Production

Farrow=to-Finish 81 62 12 7 162
Weaner 24 18 1 1 44
Finishing 10 12 1 - 23

Total 115 92 14 8 229

{b) By Size of Unit

Large 69 55 9 4 137

Medium 13 11 2 1 27

Small 33 26 3 3 65
Total 115 92 14 8 229

(c) By Location

North Island 65 57 - 10 5. 137

South Island 50 35 4 3 92
Total 115 92 14 8 229

Source: Postal Enquiry of Pig Producers

Producers were then asked '"Do you think the Board should increase its
efforts in promoting sales of pigmeat?". The total number responding to
this question was slightly smaller than in the case of the question on the
Trim Pork campaign; in some cases the question was left unanswered, in
other cases the respondents wrote in "don't know". Of the 218 producers
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who answered this question, 76 per cent thought that the Board should
increase its efforts in promoting pigmeat sales, with 24 per cent against
any such increase (Table 371).

TABLE 31
Producers' Views on Increasing Efforts

in Promoting Sales of Pigmeat
{ Number of Respondents)

Should be Should not Total
increased be increased

(a) By System of Production

Farrow-to-Finish 109 41 - 150
Weaner " 38 7 45
Finishing 19 4 23

Total 166 52 218

{(b) By Size of Unit

Large . 95 32 127
Medium 26 5 31
Small 45 15 . 60

Total 166 52 218

(c) By Location

North Island 94 33 127
South Island 72 19 91
Total 166 52 218

Source: Postal Enquiry of Pig Producers

Again there was reascnable consistency when the responses were
considered in relation to system, size and location. The weaner producers
showed a somewhat higher proportion in favour of additional efforts, but
the numbers in this category are insufficient to draw any firm conclusions.
It would be useful to know to what extent producers would be willing to pay
higher marketing levies per pig; these levies have recently been raised and
the extra funds (together with those arising from the larger numbers of
pigs slaughtered in the current year) will of themselves provide for some
increases in the scale of promotion. This has, however, already been
allowed for in the decision to launch the Quality Bacon campaign in August
1984, as well as maintaining the Trim Pork campaign.

Producers were also asked whether they have seen the current promotion
for the Quality Bacon campaign (it being too early in the campaign to make
any realistic judgement of the effectiveness of this campaign). A large
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majority (80 per cent) of producers had seen the current promotion (Table
32). As in the other questions on the current marketing activities of the
Pork Industry Board, there is no evident departure from this overall
pesition when the data is disaggregated according to type of production,
size of unit or location.

The overall impression from the views of the producers, as given in
the postal survey, is that there is a wide measure of support for the
marketing policies being followed by the Pork Industry Board. A small
number of producers criticised the timing of the television advertisements,
but this appeared to be related largely to temporary 1local situations.
There is general acceptance of the considerable costs of the marketing
programme, with a large majority not only being satisfied with the
achievements to date but also being anxious to see an increase 1in the
present efforts to promote sales of pigmeat.

TABLE 32

Producers' Awareness of the
Quality Bacon Promotion Campaign
(Number of Respondents)

Aware of Not Aware Total
Promotion of Promotion

(a) By System of Production

Farrow-to-Finish 135 31 166
Weaner ‘ 35 14 49
Finishing 20 3 23

Total 190 48 288

(b) By Size of Unit

Large 116 22 138
Medium 28 4 32
Small 46 22 68

Total 190 48 238

(c) By Location

North Island 110 30 140

South Island 80 18 98
Total 190 48 238

Source: Postal Enquiry of Pig Producers



71,

5.6 Grading Problem

Farmers who sell to processors generally have the option of marketing
pigs under a grading scheme with three grades - prime, choice or standard;
in some outlets the top prime grade is further subdivided into an elite and
prime category. These grades reflect, in particular, the fat depth in
relation to the weight of the carcase, but the grading system has been
strongly and widely criticised. It has been described as T"archaic" and
working "against the best interests of consumers and the industry'" as 'the
system is now unrealistic because within a grade the same fat depth applies
over a wide weight range. For instance a pig of 54 kg dressed weight and
19 mm of fat at the point of measurement could receive the same grade as a
pig of 68 kg dressed weight with the same fat depth. Obviously the
meat/fat ratio between the two pigs is vastly different and these types of
discrepancies have led to complaints from within the industry that prime
pigs are too fat" (Dobson 1984b). The Pork Industry Board want to
introduce a new scale which would better protect consumers and at the same
time reward farmers producing top quality pigs. This approach was
supported by delegates to the Pork Industry Annual Conference, where it
"was generally agreed that the pork industry should endeavour to create a
grading system which takes into account the need for defined trading
criteria, consumer protection and export standards"™ (Pork Industry Board
1984b). The Conference therefore asked the Board to make representations
to the Department of Trade and Industry regarding changes in the grading
system for pigs. The Board have decided to study grading systems operating
in other countries and further evaluate research into appropriate grading
methods. The movement towards a revised system of grading whichr gives
greater emphasis to the lean to fat ratio and to the distribution of the
more valuable cuts within a carcase is one which will eventually benefit
producers, but it will not be without adverse consequences and costs to
some of them.

The objective of the pig producer is not, however, to achieve top
grading results but to do so at minimum feed cost, so as to achieve the
maximum net margins per pig. A budgetary type study of the gross and net
margins earned from prime and elite graded pigs, using four different
feeding levels and four feeding scales, has demonstrated the complex nature
of the interrelationship between feeding, grading and profitability. Using
prices applying to a carcase of about 60 kg in the Canterbury region for
the prime and elite grading systems, '"there is a consistant difference in
favour of the prime, choice, standard system, given the schedules assumed.
This difference can be as high as $9 per pig at high levels of feeding"
(Stables 1984). The study concluded that "a comparison between different

marketing systems is not an easy task .... each farmer needs to determine
“which feeding level and grower mix applies in his situation and interpret
the results accordingly". However, as the results of the study were

derived from a computer based model covering a range of feed types and
different levels of feed intake expressed as a percentage of appetite, the
interpretation of the results by individual farmers is likely to require a
high level of understanding of the results of the study and a sharp
awareness of the statistical details of the farmers' own feeding programme.
It seems likely that many producers would need expert assistance to apply
the results of this study to their own situation, unless they have an
exceptionally high level of management ability. This 1issue 1is a good
example of the high degree of sophistication that producers have to achieve
in their production programmes if they are to make full use of the
available knowledge in order to maximise profits from their pig -
enterprises.
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5.7 Marketing - Solution to Problems of Oversupply?

The marketing achievements of recent years have brought a substantial
measure of confidence to producers who have, however, expressed the view at
the 1984 Pork Industry Conference that "in the event of a large over-supply
upsetting this marketing method [i.e. the current market programme pursued
by the Board] and before they turn their back on this over-supply to allow
market forces to return the situation to an equilibrium, that the Board
thoroughly investigate and discuss other possible methods that could be
used to work with promotion to eliminate the need to turn their back on the
often predicted over-supply" (Pork Industry Board 1984b). This view of
producers that the problem of over-supply could be resolved by "methods
that could be used to work with promotion" is clearly not fully shared by
the Pork Industry Board, whose policy is not to get involved in an extreme
over-supply situation.

The problems of adjusting the prevailing market situation through
market promotion campaigns to dispose of supplies which are surplus to
normal market requirements depend on the extent to which market imbalance
exists. Relatively small, and often localised, problems of over-supply can
and have been resolved through intensive short term promotion campaigns.
In the event of there being a nationwide and more serious imbalance on the
market, due to supplies being substantially above the prevailing level of
consumption, the policy of intensive promotion campaigns is likely to give
only temporary respite. Lower prices will help to generate additional
consumption, particularly for products with high elasticities of demand,
but producers would ncot regard any sharp decline in price as a satisfactory
solution to the marketing problem.

While the Pork Industry Board will no doubt '"thoroughly investigate
and discuss" all possible ways of resolving an over-supply situation, and
pursue all avenues that offer reasonable hope of doing so, it would be
unrealistic to depend on this approach as a solution to such a situation.
In a world where the over-supply of farm products creates such major
financial consequences, it is unlikely that there can be a solution to the
need for production adjustment "to allow market forces to return the
situation to an equilibrium". The stability of the pigmeat industry
depends on appropriate and continuous adjustment policies at both the
production and marketing levels. It is likely that, as with other farm
products, the need for production adjustment may be the more important in
the medium term; while marketing is of considerable importance the costs of
market promotion campaigns and the difficulties of achieving major changes
in consumption may require producers to reconsider theilr production
programmes rather than rely on marketing programmes to overcome price .
declines consequent upon excess supplies in the market.



CHAPTER 6

EXTERNAL TRADE IN PIGMEAT

6.1 Evolution of Trade

Although in recent years New Zealand has been a net importer of
pigmeat, traditionally the country has had a considerable export trade,
though not on any consistent basis. In the 1920's the exports of frozen
pork grew steadily to reach 9,500 tons by the end of the decade. A small
quantity of bacon and ham was also exported. Exports continued to grow to
reach a record level of 30,000 tons in 1936-37. However, sales to overseas
destinations fell away rapidly in the following years. While conditions,
both internal and external, were very different in the 1930's to those
which exist today, it is nevertheless of interest that over 60 per cent of
total pig production in the late thirties was destined for the export
market. The New Zealand pig industry has in the past clearly demonstrated
its capacity to develop a substantial export market for pigmeat.

In the post-war era, exports of frozen pork again revived from the
very low levels of the mid 1940's. By the end of the following decade it
had reached 6,300 tons, most of it for the United Kingdom market but with
ten other destinations taking significant quantities. During the three
years 1959-62, 10 per cent of total pork production was exported.

The 1960's, however, saw a decline in exports; by 1969 all but 1.3 per
cent of production was consumed on the domestic market. In the following
year there was a small volume of pigmeat imported, and this grew during the
seventies. Gradually imports reached the point at which they exceeded the
declining level of exports and New Zealand became a net importer of pigmeat
by the mid-seventies. In fact, the volume of pigmeat in New Zealand's
international trade is small in relation to domestic production and the
absence of worthwhile external markets has added to the problems faced by
the industry.

6.2 Imports of Pigmeat

The quantities of pigmeat imported in recent years amounted to between
three and five per cent of total domestic pigmeat consumption. For the
past six years, the quantity imported has ranged from 1,229 tonnes in
1978~79 to 2,117 tonnes in 1983-84, with no evident trend (Table 33).
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TABLE 33

Imports of Pigmeat 1978-79 to 1983-84

Year : Volume Value Price
(tonnes) {$000) per tonne
($)

1978=79 2,045 4,423 2,162.8
1979-80 1,229 3,018 2,445.6
1980-81 1,500 3,970 2,600.0
1981-82 1,575 4,713 2,992.4
1982-83 1,270 4,835 3,807.1
1983-84 2,117 8,493 4,011.8

Source: Department of Statistics

Imports have come primarily from Australia and Canada. The Australian
supplies in particular have to some extent been complementary to New
Zealand's domestic supply, as they have consisted principally of hind legs
for which there is an especially strong demand in this country particularly
for the Christmas trade.

The price, in New Zealand dollars, of imported pigmeat has almost
doubled in the five years from 1978-79. It is not, however, realistic to
compare average import prices with those paid for domestic carcases,
because the composition of imported pigmeat contains a larger proportion of
the higher priced cuts than do whole carcases.

As is discussed later, the imports in 1983-84 of some 42,000 pig
equivalents represents an opportunity for New Zealand producers to expand
their sales on the domestic market through replacing imported supplies,
particularly as production is still growing steadily. Given the change in
prices of imported pigmeat consequent upon devaluation in July 1984, it is
unlikely that external supplies are now competitive in terms of New Zealand
dollars with domestic supplies. Even allowing for the problem of the
composition of imported pigmeat, the average c.i.f. prices for imports in
the third quarter of 1984, at about NZ$5 a kilo, are considerably higher
than those of a year earlier. The August/September figures, which are all
at post devaluation prices, show an even higher average price, with the
September figure reaching $6.50 a kilo, compared with $4.10 in September
1983. It is difficult to see how pigmeat can be imported at an average
price of $6.50 a kilo and give a net profit to the importer; presumably
these imports were ordered (and may have been paid for) at pre-devaluation
prices.

6.3 Export Market Situation

Total pigmeat production in the major producing areas (E.E.C., U.S.A.,
U.S.S.R., Eastern Europe, Canada and Japan) has been recovering from the
decline in 1982, but is estimated to have increased at a much slower rate
in 1984 than in the previous year (MLC 1984). This lower rate of increase
is attributed to the generally weak pig prices and higher feed costs.
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However, consumer demand is expected to improve only slowly; this is likely
to dampen the trend towards improved prices. Prices have been weak
particularly in the U.S.A. and the E.E.C., and this is expected to have an
impact on the levels of supply. :

World trade in pigmeat is dominated by the demands of the U.S.A. and
Japanese markets. In the case of the U.S.A. the major external supplier is
Canada, with substantial supplies also coming from the European Community.
Japan's imports of 240,000 tonnes carcase weight equivalent come from a
somewhat wider range of suppliers, with Canada, the European Community,
Sweden and Taiwan being the most important.

Canadian supplies of pigmeat (which had been the source of
considerable concern in the 1980/81 period as they were imported at prices
belcew those received by New Zealand pork producers), are now increasingly
destined to just two markets - the U.S.A. and Japan. The fall in total
Canadian fresh and frozen pork exports in 1983 was due to the rapid growth
in live pig exports to the U.S.A., "as a result of the relatively strong
U.S.A. dollar and the incentive to export 1live animals because of the
higher labour costs in the Canadian meat processing sector™ (Aube 1984).

It is evident that the world trade in pigmeat is one in which the
effects of veterinary regulations, price subsidies (on exports and domestic
supplies) and other government intervention has a major impact on the trade
flows. In these circumstances, the search for potential markets for New
Zealand producers must have regard to the advantages and particular
problems that face this country's pigmeat in external markets.

With the prospects of production exceeding domestic consumption within
the next two years, even with all imports being replaced by home produced
pigmeat, there has been a growing interest in the potential export markets.
While few of the present day producers could have contributed to the export
volumes of earlier decades, exports of pigmeat from New Zealand have
nevertheless been competitive, not just in the U.K. but in a number of
other markets. The current situation in Europe, however, makes it highly
unlikely that there would be any sales of New Zealand pigmeat on that
market in the foreseeable future; as is the case with a number of other
products, the Pacific basin area holds out far better prospects than the
traditional outlets.

6.4 Singapore Market

The overseas market which has attracted the most interest in recent
times is Singapore. Total consumption of pigs there currently amount to
1.4 m per annum, of which 85 per cent are produced domestically, 7 per cent
imported live from Malaysia, with the remaining 8 per cent belng met by
imported carcase meat. Just over 6.5 per cent of total requirements are
met by imports of frozen meat, used mainly for manufacturing purposes.
These imports of carcase meat currently originate in Sweden, Denmark, the
Netherlands and China and are generally in the form of boneless lean pork
from shoulders and legs, together with boneless bellies either rind on or
derinded. As frozen pork exported to Singapore from E.E.C. states benefits
from export refunds from the Community's agricultural budget, 1t can be
sold at very low prices.

Over 90 per cent of pork is sold in the "wet" markets, where fruit,
vegetables, meat and fish are sold. Buyers purchase their meat
requirements directly from butchers who in turn have bought pigs directly
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from farmers and had them slaughtered overnight in one of the two local
abattoirs; this has given the fresh products a reputation for being very
fresh indeed. The system for handling frozen pork is quite different, the
product being handled usually by the larger companies with refrigerated
storage; from these stores the meat 1is dispatched either to food
manufacturers or to local supermarkets, not normally in refrigerated
vehicles. This method of distribution does not guarantee the maintenance
of high quality and the product does not have the same standing as fresh
pork.

Consumption of pigmeat in Singapore is high, at about 40 kg per head
per year (except for the 15 per cent Muslem population who do not eat pork
at all). With rising living standards and changing 1lifestyles, eating
habits are moving away from the traditional home coocked, family dining
arrangements. More married women are participating in the work force,
consequently there is a greater emphasis on convenience foods and eating
away from home. In this changing pattern, the development of supermarket
sales of frozen pork would seem to have potential for growth. 1In addition,
the growth of the tourist industry in Singapore 1is c¢reating a greater
demand for high quality food.

The growth of industry, population and urban infrastructure in
Singapore 1s creating an increasing pressure on the limited land resources.
Among the many issues of land use currently under consideration 1is the
production of pigs, and particularly the pollution problem caused by pig
farming. In addition, the handling of meat in the "wet" market in the main
urban area 1s also being considered. Pig production has been encouraged in
the past to enable Singapore to be largely self sufficient in meat in the
event of a breakdown in world trade but as pig production is dependent on
imported feeding stuffs, the present production arrangements do not really
offer any certainty of continuity of supply. The need to control and
improve effluent disposal has led to a re-examination of the role of pig
production in the Singapore economy. It is expected that this will lead to
a growing dependence on imported supplies of pigmeat in the coming years,
with the possibility that by the end of the century local production will
account for only a small proportion of consumption. At the same time the
role of the wet market system is also under consideration; as these markets
do not make an economic use of the area involved it is expected that they
will be replaced by shopping arrangements more in keeping with the changed
lifestyles in Singapore. It is in this context of changes in the
production and distribution of pigmeat that the prospects for imported
pigmeat are currently being assessed.

Imported pigmeat is likely to take the form of live pigs, chilled and
frozen pork. The current projections are that, while frozen pork will be
the major form of imports, live pigs and chilled meat will also play an
important role (Dobson 1984). As New Zealand cannot provide a declaration
that it is free of trichinosis, any pork exported from this country to
Singapore will have to be in frozen form to meet local health requirements.

The supply of frozen pork to an expanded Singapore market for this
product is likely to attract considerable competition from a wide variety
of countries. At the present time, to a relatively limited market, imports
from E.E.C. member countries (Denmark and the Netherlands) are being sold
with the aid of subsidies; non E.E.C. countries, particularly Sweden, are
also supplying part of the market. Other potential suppliers include the
United States as well as New Zealand. The chilled market will also attract
supplies from countries closer to Singapore, particularly those without any
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notifiable disease problem, e.g. Australia.

The current (late 1984) prices prevailing for imported frozen pork
(Dobson 1984) are:

S$ kg CIF NzZ$ kg CIF

Swedish Bellies Rind on Boneless

(soft bones in) 2.35 2.26
Swedish Trotters 2.27 2.18
Swedish Spare Ribs 3.35 3.30
Swedish Bone in square cut legs 3.70 3.55
Danish Pork Loin Ribs 1.79 1.72
Swedish Bellies (Rind-on Bone-in) 1.98 1.90
Dutch Boneless Derinded Pork Loins 4.64 4,45

In the case of boneless and bone in belly, the 1landed cost of New
Zealand supplies, at current transport and product costs, would be double
the prevailing Singapore price. The cost of airfreight alone is between
$1.19 and $1.78 a kilo. .

Retail prices for pork vary widely according to the cut purchased and
the type of ocutlet from which it is procured. Apart from belly, the main
types of pork are sold in the wet markets for between 3$5.00 and S$9.00 a
kilo, with pork fillets at $12.00. In the supermarkets prices tend to be
higher, with the more expensive cuts up to S$14.30 for rolled loin.

It is evident that on the main 'commodity' market for frozen pork, any
exports from New Zealand would return prices to the producer well below
those currently prevailing in this country. The current c.i.f. prices for
much of the frozen pork imported into Singapore do little more than cover
freight and insurance costs; these imports can only take place with the aid
of large subsidies from the countries of origin.

Attention is therefore focussed on the opportunities for supplying the
market for higher priced, high-quality pork. This market is expected to
grow with the further expansion of selling pigmeat through supermarkets.
It is, however, likely to attract other exporters of high quality pigmeat,
but there are potential benefits arising from the image of New Zealand as a
source of top quality foods. The development of the Singapore market for
high quality frozen pork is likely to involve substantial expenditure in
terms of market expansion and promotion costs. With all this expenditure
"New Zealand pork would get into only a very specialised market at a
relatively high price and even then would be reduced to second place 1if
fresh pork were available" (Dobson 1984). Singapore is not a market on
which New Zealand supplies, surplus to its own domestic consumption can be
sold, as and when these occur. In order to maintain the prices on such a
market it will be necessary to ensure continuity of supplies, consistent
high quality and the provision of considerable funds for marketing. Even
then there is no guarantee that the prices and volume of sales that can be
achieved will give a net return to the producer which will maintain overall
prices for pigs in New Zealand, or take sufficient supplies from the
domestic market to ensure that there is no downward pressure on prices
arising from an over-supply on the home market.

In terms of the problems of supply adjustment which the industry will
otherwise face in the next two or three years, the development of an export
market in Singapore would be particularly beneficial. Further work needs
to be undertaken to assess the 1likely costs of any market development
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programme, the most cost effective manner in which such a programme should
be organised, and the potential level of sales which could reasonably be
expected to be achieved. It will also be necessary to assess the 1likely
consequences of not being able to develop an export market in Singapore for
a substantial quantity of pigmeat. There are complex issues to which no
simple answers can be provided. They are nevertheless decisions which will
have to be made by the Pork Industry Board over the coming months.

6.5 Australian Market

The prospects of a net export trade in pigmeat to Australia have been
dominated by the animal health restrictions on sales of New Zealand pigmeat
to that country. Australia currently consumes 250,000 tonnes of pigmeat a
year, equivalent to 16 kg per person (B.A.E. 1984)}. The Australian pigmeat
industry would appear to be considerably less efficient than that in New
Zealand, with less than 13 pigs slaughtered per sow in 1984 compared with
17 in New Zealand. However, the Australian producer has access to cheap
feed, particularly with the introduction of a permit system for feed wheat
sales, while prices of pigmeat improved substantially during 1984, from
4$1.50 a kilo in January to A$1.74 by August and are expected to rise
further to A$1.85 in 1985.

These higher pigmeat prices, coupled with lower prices for both feed
wheat and for coarse grain, have brought about the prospect of a
considerable improvement in profitability in Australian pig production.
This is expected to reverse the decline in sow numbers that has occurred in
recent years; however, it is unlikely to generate higher production until
1986, with slaughterings projected to grow to 4.66 m pigs by 1987 and to
fall slightly in the following years.

In 1985, domestic consumption per person is expected to fall to 15.5
kilos, "due to the expected decline in pigmeat supplies and subsequent
increases in both the saleyard and retail prices of pigmeat relative to the
prices of other meats" (B.A.E. 1984). At the same time some small increase
in exports is expected, with scope for increased sales to Singapore. It is
not expected, however, that Australian pig producers will increase their
output significantly in the short-term to meet expected demand from
Singapore; in the longer term the level of sales to Singapore will depend
on Australian competitiveness with other suppliers, especially the E.E.C.
This in turn will depend on the costs of feed to Australian producers; at
reasonably comparable feed costs it is unlikely that the Australian pig
industry could produce pigmeat as cheaply as the more efficient European
countries or New Zealand. There is 1little pressure for the Australian
producer to be seeking export markets as there are no signs of a growth in
production that would exceed the current levels of domestic consumption.
Even though Australian producers would have the benefit of substantially
lower freight costs to Singapore, the level of efficiency of production and
the prices prevailing on the Australian market may effectively 1limit
exports to very low levels.

6.6 Veterinary Problems in Exporting Pigmeat

Access for New Zealand pigmeat into neighbouring countries is subject
to severe restrictions in the case of Australia and Papua-New Guinea, and
prohibited in the case of Fiji. These restrictions have been invoked on
grounds of animal health; they arise from the presence of Aujesky's disease
in New Zealand. There are no problems with exporting live pigs to these
markets provided they have been tested and certified as free of Aujesky's
disease and come from herds where at least 10 per cent of the pigs have
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been tested, with no positive reactors, but that is an expensive process
which severely affects commercial exports.

A similar scheme has been introduced under which pigmeat exported to
some Pacific Island states are obtained only from those herds where at
least 10 per cent of the herd has been tested and no reactors found.
However, the level of exports under the schemes are low, as these markets
are not large; proposals have been made for an equivalent scheme of
assurance of disease free status of the herds concerned for Australia,
Papua New Guinea and Fiji but they "have not until recently shown any
inclination to accept this scheme with regard to pigmeat" (Bauckham 1984).

As a means of resolving the veterinary problems that have arisen over
the export of pigmeat, two proposals have been made. The first is to
confirm that the South Island is in fact free of Avjesky's disease; exports
of pigmeat from the South Island could then meet the animal health
requirements of the Australian authorities, provided suitable controls were
implemented on internal movements of pigs or pigmeat from North to South.
As the South Island is an area of surplus production within New Zealand,
the export of pigmeat restricted to the South Island would be of benefit to
the industry generally.

The alternative proposal is that a voluntary eradication programme to
control Ayesky's disease natiorally, leading to the certification of pig
herds, should be established, with compensation for diseased breeding stock
that had to be culled. This would be of benefit to the whole industry,
both in its potential for export and in greater efficiency through freedom
from the disease. However, such a scheme would be much more expensive and
take much more time to complete. It has been estimated that a testing
service for New Zealand would cost $446,000 initially and $223,000
thereafter, although by restricting it to the South Island the initial cost
would be reduced to $90,000 and $45,000 subsequently (Bauckham 1984). In
addition compensation for affected animals is estimated to cost a further
$120,000 at a two per cent level of infection, rising to $300,000 1if the
level of infection were to turn out as high as five per cent.

If the view that the incidence of the disease 1is restricted to the
North Island is correct, then a scheme of disease-free certification,
initially limited to the South Island, would involve a much lower level of
costs than a national scheme. To this end a survey to ascertain whether or
not Aujesky's disease is present in the South Island is currently being
conducted by the Animal Health Division of the Ministry of Agriculture and
Fisheries.

If the veterinary problems that have arisen in the case of pigmeat
exports to Australia and other Pacific States can be resolved, the prospect
for the development of a valuable export market would be greatly enhanced.
This could take the form of the exporting of whole pig carcases, or of the
export of those primal cuts which do not sell well on the New Zealand
market. This latter approach, involving in particular the export of pork
shoulders, has been seen as a means of enabling the domestic industry to
meet the demand for hind legs and middles. This demand has in recent years
been met in part by imports but with the prospect of adequate domestic
supplies to meet all home requirements, it will be necessary to find an
outlet for the surplus shoulders that are likely to exist.

It has been estimated that, while the 1level of output required to
replace imports of middles and hams cannot be quantified precisely, the
likely level of output required can be determined by reference to the
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proportion of total carcases represented by imports (Bauckham 1984). On
the assumption that 58 per cent of the carcase is represented by imports,
then the 1982 imports of 2,092 tonnes were the equivalent of 58,300 pigs;
if it is assumed that 85 per cent of the carcase weight of a pig is
represented by imports, then the equivalent domestic production
requirements to replace imports would be just over 40,000 pigs. As the
increase in the number of pigs slaughtered in the year ended September 1984
was over 48,000 it 1s <clear that the current rate of expansion of
production could readily supply most, if not all, the imports of recent
years. However, the problem of the higher level of demand for middles and
hind legs than for shoulders will remain unless suitable markets can be
found for the surplus shoulders, either overseas or through the expansion
of the domestic consumption of this cut. In the longer term, a breeding
policy to reduce the proportion of the total pig carcase that comes from
the shoulder would contribute towards the solution of the problem (in
Europe the Danish industry has followed this route with considerable
success; it has moreover been allied to a policy of processing shoulder
bacon to produce a high quality bacon joint that has met with considerable
consumer acceptance).

6.7 Demands of Exporting

The development of export markets should be seen as an integral part
of the strategy for the industry, not as a means of disposing of output
that happens to be surplus to domestic requirements at any particular time.
It is not a short term policy, but one that will require the investment of
considerable effort and money if it is to achieve success. Unlike other
New Zealand farm product, pig producers do not have any significant
comparative advantage over those in many other parts of the world. As the
exports of pigmeat often benefit from direct or disguised subsidies, the
competition on the available external markets 1s very strong. The
advantage that domestic producers have received on the home market from
transport charges on imported pigmeat will be reversed in the case of
exports, which will have to carry marketing costs additional to those in
domestic sales. In spite of these difficulties, there is an evident need,
which is accepted by the Pork Industry Board, to explore avenues for export
of pigmeat. It would, however, be unrealistic to assume that such avenues
would necessarily generate a net return to the producer which will resolve
the problems which would otherwise arise from the current growth in output.
In the face of a substantial surplus on the domestic market, the benefits
that successful export promotion could bring are very large; but the price
of achieving a substantial volume of sales could also be very large.



CHAPTER 7

THE ROLE OF THE PORK INDUSTRY BOARD

7.1 Evolution of the Pork Industry Board

Steps to improve the stability and net earnings of New Zealand pig
producers through the operation of some form of government sponsored body
go back over 60 years. The New Zealand Meat Producers Beoard, set up in
1922 under the Meat Export Control Act of a year earlier, included pigmeat
within its original area of responsibility. The Board was concerned with
improving the returns to producers from the exports of meat; as far as pigs
were concerned, the aim of the Board was to overcome the problem of
oversupply on the domestic market that had characterised the pigmeat
situation in the early part of the century. The Board saw the pigmeat
industry as one "which is at present in its infancy but which shows every
promise of increasing a hundred fold with profits to the producer and the
Dominion generally" (Reynolds 1983).

During the following decade, when pig production and pork exports grew
rapidly, the Dominion Advisory Pig Industry Committee introduced provisions
for a uniform grading scheme established on a national basis. In 1937 a
levy on all pigs slaughtered was approved by the Government to provide
funds for the establishment and administration of local pig clubs concerned
wilth improvements in breeding, and for a system of grading of bacon pigs.
These schemes were administered by a National Pig Industry Council.

Thus by the end of the 1930's, the institutional arrangements for the
pig industry included a compulsory levy on all pigs, funding the
improvement of breeding stock and better quality pigmeat, carried out by a
Council representing the national pig industry. This was the forerunner of
the current arrangement for the national management of the industry.
Before the present Board was finally established, however, there were
significant developments in the institutional structure. After the 1939-45
war, the dependence of pig production on by-products of the dairy industry
as the main source of feed led to the development of the pig industry
coming within the responsibilities of the Dairy Board. However, the
gradual emergence of alternative and more profitable markets for these
dairy by-products resulted in a decline in their use for pig feeding and
the growth of production based on cereals and non-dairy protein feed.

By the early 1970's, the need to provide more specific support and
encouragement to the pig industry led to the establishment in 1973 of the
Pork Marketing Board (under the Primary Products Act of 1953) and to the
setting up of the Pork Industry Council (under the Pork Industry Act) in
1974. The problems of operating two separate organisations for the benefit
of the pig industry, and in particular the difficulties which had arisen
from the introduction of the Basic Minimum Price scheme, led to a further
reorganisation of the institutional framework. This involved the merging
of the two bodies into one organisation, whose scope broadly encompassed
the responsbilities of the two which had operated from 1973-74 to the end
of 1982. Thus unlike producer boards in other areas of farming, that for
the pig industry has gone through a series of major alterations, reflecting
the changing circumstances of the industry and the difficulty of finding an
institutional arrangement that would meet the needs of producers.

81.
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7.2 Establishment and Powers of the Pork Industry Board

In 1982 an Act "to consolidate and amend certain enactments relating
to pig farming and pork production and marketing" was passed. The Act set
up a new organisation - the Pork Industry Board - which streamlined the
administrative structure relating to the pig industry. This Act set out in
detail the functions of the Board as:

{(a) to promote and organise the orderly development of an efficient pork
producing industry in New Zealand: )

(b} to organise and develop, or to assist in the organisation and
development, of the orderly marketing of pigs, pork, and pork products
and to promote greater efficiency in the marketing of pigs, pork or
pork products (whether produced in New Zdaland or elsewhere);

{c) to ensure, as far as practicable, stability in the market for pigs and
in the incomes of efficient producers of pigs;

{(d) to maintain and imprer the quality of stock wused in the pork
producing industry and the pork and pork products derived from that
stock;

(e) to improve the productive ability of the stock used in the pork
producing industry;

(f) to ensure, as far as practicable, that measures and practices are
adopted by persons engaged in the pork producing industry which will
promote greater efficiency in that industry and will further the
interests and welfare of those persons; and

{g) to ensure, as far as practicable a supply of feedstuffs for pigs.

The Board is essentially representative of pig producers; five of the .
nine members are directly elected by producers and the Chairman and Deputy
Chairman are elected from those members; a further two members are
appointed by the Minister of Agriculture after consultation with the
producers' elected representatives. The other two members are appointed by
the Minister, one as representative of the Government and of the interests
of consumers of pork and pork products and the other as representative of
the Association of Bacon Curers and Meat Processors.

Thus both in its composition and in its functions, the Board is
concerned particularly with the position of pig producers. Its role 1is
basically to improve the efficiency of pig production, to stablise the
market for pigs and incomes of producers and to develop more efficient
marketing arrangements. These functions are not, however, entirely of a
simple and straightforward nature. The 1improvement of efficiency in
production is, in principle, the most straightforward; the factors
determining production efficiency, as discussed in Chapter 3, are well
known and the evidence clearly indicates the very large improvements that
have been made in reducing the costs of production per unit of output in
real terms.

The development of more efficient marketing arrangements is, however,
much more complex; structural changes in the marketing of pigmeat,
particularly at retail level, have taken place over the past two decades
and there were no immediate contributions that the Board could have made to
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such structural developments. Furthermore, there are no readily
identifiable set of factors determining marketing efficiency that can be
the subject of a programme of improvement in the way in which the factors
affecting production efficiency have been identified and promoted.’
Marketing efficiency is not just a physical matter, but the result of a
wide range of factors. It is not solely concerned with reducing costs of
marketing, as the returns to this function can be realised through steps to
raise the final prices for the products being sold rather than a greater
physical efficiency in the marketplace. It is not surprising, therefore,
that while the Pork Industry Board Act specifies certain activities which
contribute to production efficiency (maintaining and improving the quality
of pigs, the productive ability of pigs and ensuring a supply of
feedstuffs), the references to improving market efficiency are in general,
non-specific terms.

The dichotomy in the function of the Board is reflected in its power
as set out in the Act. It has the power "to devise, promote and carry out"
steps to improve pig production through breeding programmes, research and
experimental work and advisory work. It can also become 1involved in the
purchase and sale of feedstuffs for pigs. On the marketing side, the Board
has the power to promote the sale and consumption of pork and pork products
including the export of pigs or of pigmeat. It can also acquire and
dispose of pigs or pork other than by intervention in the market place.
The power to intervene in the market place by purchasing or selling pigs,
pork or pork products is subject to the proviso that such a scheme must be
"pursuant to a scheme of intervention approved either generally in respect
of all interventions or specifically in respect of any particular
intervention by the Minister of Finance'".

There are more general powers given to the Board to advance money to
persons engaged in the production, processing, promotion and marketing of
pork under such conditions as the Board thinks fit. It can also act in
continuation or association with others "engaged, concerned or interested
in the production, processing, marketing or distribution of any products of
agricultural or pastoral industries".

All of the 15 separate powers of the Board which are specified in the
Act are summarised in the one concerned with ensuring, as far as
practicable, a sufficiency of supply of all classes of pork and pork
products to meet the full requirements of the New Zealand market and to
satisfy available economic export markets. This <clearly identifies the
Board as having the primary authority in the management of the New Zealand
pork industry, with the responsibility for meeting the needs of pig
producers, pigmeat consumers and those involved in the distribution and
marketing of pork and pork products. The need to have regard to all
sections of the pigmeat industry, including consumers, requires the Board
to keep a realistic balance in the use of its widespread powers.

7.3 The Board's Funds and their Sources

The funds for the various activities of the Pork Industry Board are
raised by a levy on each pig slaughtered on 1licensed premises (or more
strictly by two separate levies). The person primarily liable for the
payment of this levy is the owner of the pig at the time of its slaughter;
in practise the levy is charged against the pig producer who finished the
animal and is deducted from the payments made to producers for the pigs.
The levy is therefore an element in the cost of production of pigs and has
to be covered by the price received by the producers if pig production is
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to be economically viable for both the individual producer and for the
industry generally.

The present levy on pigs slaughtered consists of two elements, one to
cover the Head Office and Consultancy costs, and the other to cover the
marketing programme. The Head Office and Consultancy Service accounts also
include income from the grant by the Ministry of Agriculture and Fisheries
towards the costs of research, which is carried out at Palmerston North.
TIncome also accrues from other sources - from interest earned and from
administrative aspects of the Board's marketing activities. The income for
marketing work is also derived from a levy on pigs slaughtered and from
interest received.

The system of separate levies for Marketing and for the Head Office
and Consultancy Service, and the separate accounting for these two
activities, is a result of the evolution of the current Board from its two
predecessors the Pork Industry Council and the Pork Marketing Board, when

each had their own separate 1levies to finance their operations. The
expenditures for the two primary activities of the Board reflect its basic
purposes. The Head Office and Consultancy Service meets the basic

administrative requirements of the Board and incurs the expenditures that
such administrative activities involve. It also provides the consultancy
service concerned with the improvement in efficiency in production, which
involves both the direct advisory services of the Board's technical and
field services, and the more general circulation of information on the
further development of efficiency to producers in the industry. General
consultancy work with farmers by the staff of the Board covers the main
topics of general farm management, waste disposal, design of buildings,
equipment, nutrition, budget and cash flows. The general public relations
work, including the circulation of the Pork Industry Newsletter and
Gazette, 1s intended to promote the development of the pork industry and
the dissemination of information to producers. '

The marketing expehditure involves advertising promotion,
demonstrations, research, and the back up work required in the development
of a marketing programme. In the 1983-84 year, the total expenditure on
marketing exceeded the receipts from the marketing levy on pigs slaughtered
by $200,000 and the income from interest on the investments owned by the
Board was not quite sufficient to meet the shortfall from the marketing
levy. The two pig improvement schemes 1involving the operations of the
National Pig Breeding Centre and the McMeekan Boar Test Centre are together
self supporting in financial terms - the net profit of the two operations
amounting to over $50,000 in 1983-84. :

7.4 Financial Situation of the Pork Industry Board

The relatively healthy financial position of the Pork Industry Board
is the result of policies aimed at operating all the activities of the
Board at a cost somewhat less than the income arising from levies on pigs,
and from the interest from the funds that have been built up. The
availability of reserve funds gives the Board a measure of flexibility in
its operations. In the event of a serious decline in the current level of
profitability of pig production, the actions which the Board might take
towards relieving such a situation could, however, rapidly erode the
financial reserves currently at the disposal of the Board. It was the
recognition of this which led to the agreement of producers to raise the
marketing levy on pigs slaughtered in 1984 to $1.60.
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In view of the uncertainties in the market for pigmeat, and
particularly the possibility that the growth in supply will 1lead to a
decline in producer prices, the availability of financial reserves is
essential to fund measures that could be taken to bring greater stability
to the market and price situation. It must be recognised that measures to
this end can involve large expenditures and that in the past the lack of
adequate financial reserves had militated against steps aimed at restoring
a better balance in the market for pigmeat.

The surpluses on the current operations of the Board have enabled it
to increase its reserves to over $2.7m (of which $0.9m was in fixed assets)
at the end of the financial year 1983-84. This level of reserves cannot be
regarded as adequate in relation to the policies which the Board may decide
to operate in addition to its present range of activities, in the event of
a serious downturn in the market for pigmeat.

7.5 Policy Objectives of the Pork Industry Board

A producer oriented board, such as that for the pig industry, is
primarily concerned with the net returns that are earned by the primary
producers. Improved profit can be achieved through:

(a) reducing the costs of production per unit of output;
{b) enlarging the total market for pigmeat; and
{c) increasing the average prices received by producers.

The Board's policy towards reducing production costs is concerned with
increasing efficiency; it has powers to intervene in the pig feed market
‘but it does not use these powers and it is difficult to see how, 1in the
present competitive situation in the feed market, such intervention would
be beneficial. The policy of increasing efficlency at the producer level
has been effective, and the improvements in standards of performance in
recent years have been evident.

The policy towards enlarging the total market for pigmeat has also
been successful. As set out 1in Chapter 5, a comprehensive market
development programme has increased per capita consumption of pigmeat, with
the prospects of additional increases from the further expansion of the
current programme.

It is the third route to increased profits, through steps to increase
directly the prices received for pigmeat, which has given rise to the
biggest controversy. There is a view, strongly held by some producers,
that the Board should act in a price negotiating role, with the objective
of achieving price levels for pigs higher than those which prevail under
the present direct producer/purchaser pricing arrangements. Such an
arrangement would meet the views of its advocates only if it results in pig
prices above those of a free market pricing system; this would require some
significant changes in the marketing of pigmeat if it is to be effective.
Without such changes a policy of raising pig prices above their open market
levels will be self defeating, as they would lead to an increase in
production and decline in consumption (unless the price increases were
entirely absorbed by the processing and distributive sectors, which seens
most unlikely). This is a sure route to market disequilibrium and a
consequent decline in prices.
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There are two mechanisms which have been adopted in other countries as
a means of raising farm prices:

(a) the operation of direct production controls; and
{(b) the coperation of a system of market differentiation.

These mechanisms face considerable difficulties both of an immediate
practical nature and of a more fundamental character. A policy of direct
controls over production faces considerable political difficulties in that
it is often held to be in restraint of the freedom of individuals to enter
into and develop a business enterprise. It also runs into considerable
difficulty in effectively policing their operation, and this is especially
the case with pig production in New Zealand. Supply control policies must
be operated strictly if they are to be effective, but the measures
necessary to achieve a high degree of control often arouse considerable
opposition in a free democratic society. The third difficulty is that
policies of this type have come to be regarded as against the national
interest for developing a dynamic expanding economy; while supply control
programmes are seen as a cause of structural rigidities which militate
against the adoption of new technologies and new business organisation.
Finally, in so far as production controls give rise to some form of supply
quotas, they are now often regarded as conferring an uncovenanted financial
benefit on a particular group in society, to the detriment of those not
holding such supply quotas.

The alternative strategy that has been adopted in some countries - and
is at the centre of the E.E.C. farm pricing approach - is to segment the
total market by restricting supplies allowed onto a protected domestic
market and to use part of the returns from that market (either from
taxation or through some form of payment by producers) to enable surplus
production to be disposed of on some external market. This type of market
manipulation by agricultural exporters - and particularly the E.E.C. - has
been vigourously rejected, in principle and practice, by successive New
Zealand governments, on the grounds that it would be inconsistent and
damaging to this country's external trade interests to follow such
policies. In these circumstances it would be unrealistic to expect
official agreement to the adoption of these policies.

Policies of market discrimination also face considerable practical
problems. They are efficient where the price elasticities are such that
the total returns generated from the market are maintained in the face of a
fall in the level of supply on that market; this arises only where there
are no major substitutes for the product in question, which is clearly not
the situation in the case of individual meats such as pork and pork
products. Moreoever, the costs of disposal of surpluses can be very large
if the pricing policies lead to a level of total supply substantially in
excess of the amount that can be sold on the more remunerative domestic
market.

In a situation where effective control over total production or,
alternatively, over the supply on to particular markets cannot be
maintained, the prospects of achieving higher product prices through market
management are very limited. In practice it is very difficult to raise
prices paid to producers above those which can be sustained by market
forces on a longer term basis. Measures which raise prices in the
short-term tend to generate additional supplies which subseguently push
prices down to their market clearing level; if the supply response 1is at
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all large in the short term, then the effects can be, and often have been,
to reduce prices below their longer term equilibrium.

Measures to increase efficiency can also face similar problems.
Greater efficiency by definition results in lower costs of production per
unit and, at any given market price level, higher profits. These higher
profits tend to stimulate production, generating higher supplies on the
market and therefore a reduction in prices for any given level of demand.
In this case, however, the restoration of market balance is 1likely to
involve a higher level of output in the longer term; whether this results
in higher profits and incomes to producers will depend on the nature of the
response of producers in the new situation and the prevailing price
elasticities for pigmeat. It is quite conceivable that the benefits of
technology and higher efficiency will accrue primarily to consumers and
that the net improvements to the income situation of producers may be
small. However, a policy of greater production efficiency and larger total
output would make it possible to compete more effectively against direct
substitutes in househeld consumption, and thus to increase market share.

In the face of the consequences of the operation of market forces, a
producer board with the primary objective of increasing prices and incomes
received by producers may well find that its efforts create insuparable
difficulties. In this situation, the alternative policy objective to that
of maximising prices is that of achieving stability in producer prices and
incomes at levels which would be sustainable in the medium to longer term.
This is far from simple; many producers have an optimistic view of the
medium to long term trend in prices, which can result in strategies that
are unrealistic in terms of the price levels they are intended to achieve.
These views of producers often reflect the needs of those whose
prefitability is low and who are strongest in their demand for improved
prices; at the same time those with good profitability remain quiet about
their earnings but will often expand their production if prices are
improved. Thus it is important that those who pursue policies which aim at
improving stability in the level of supply and producer prices accept that
this may, particularly in the face of dynamic <change 1in production
structure and levels of efficiency, require that the real price for the
product be allowed to decline. This may be essential in order that market
and production adjustment takes place as a continuing process, and does not
occur in a spasmodic fashion as a consequence of sharp changes in prices
and supplies. These issues are not Jjust theoretical ones. For many
decades and in a number of market economies, agricultural price policies
with the overt objective of price and supply stability have failed, in some
cases dramatically so, because of the unwillingness of those responsible to
accept the basic requirements for the successful operation of such
policies. Nevertheless, if the basic requirements for price stability in
the medium term were realistically operated, there 1is no reason why
measures aimed at price and supply stability could not achieve significant
improvements over free market operations.

Policies of greater stability in the market can be reinforced through
the development of strategies which generate a greater sense of common
identity among producers. The feeling of many producers that they are
being exploited by traders in the market, whether really Jjustified by
events or not, can lead to considerable dissatisfaction. The creation of a
greater sense of control over the development of their industry can and
often dces have a beneficial effect on their situation, as seen by the
producers involved. Obviously such efforts cannot be expected to
compensate for a low level of net profits and it would not be reascnable to
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see these benefits as overcoming the consequences of poor profitability.
At the same time the role of a producer board in giving expression to the
view of producers at the national level and in giving a sense of common
purpose in the production of pigs is clearly of importance, even though the
effects on prices may, in practice, by very limited.

It is suggested, therefore, that the general statement of the
functions of the Pork Industry Board, as set out in the legislation, '"to
promote and organise the orderly development of an efficient pork producing
industry in New Zealand" should be interpreted in terms of three specific
objectives:

1. to raise production efficiency through breeding programmes, technical
and financial advice and scientific and economic research;

2. to take whatever steps are available to stabilise supplies and prices
at a level which leads to 1long term balance on the markets for
pigmeat, involving market price and volume developments in line with
production changes; and ’

3. to provide a central voice for pig producers that will give greater
awareness of the situation of producers and represent their needs in
the development of the pork industry.

These objectives appear to be very closely in line with the current
activities of the Pork Industry Board. The first of them -+ increasing
efficiency - is widely understood and does not appear to give rise to any
ma jor disagreements on the programme being implemented by the Board. The
view of the Board that "considerably greater gains could be made if the
scheme (of voluntary improvement) were operated more effectively" (Pork
Industry Board 1984), clearly reflects their awareness of the potential for
further breeding improvements which still exist, in spite of the
considerable progress that has been made in recent years.

The achievement of stability in prices and supply of pigmeat involve
the most difficult problems for the Board. Apart from the complex
decisions on the likely trends in the longer term equilibrium prices, in
the face of the pressures by many producers for prices above these levels,
the major issue 1is Jjust how the Board can influence price levels,
particularly in the medium term. Measures which might have some effect on
the level of supplies are discussed in a later Chapter; these are
essentially concerned with the need to encourage adjustment 1in production
that would be appropriate to the level of supply and demand at which a
reasonable market equilibrium would be achieved.

At the same time, the programme to expand markets for pigmeat will be
continued and developed. The effects of this marketing promotion campaign
on the consumption of fresh pork are widely regarded as most satisfactory,
while the need to increase consumption of processed pigmeat through a
programme equivalent to the Trim Pork campaign is now widely acknowledged.
The longer term trend in consumption of total pigmeat is still wuncertain;
there is clearly considerable potential for further growth, but as total
consumption approaches 900,000 pigs a year the problem of raising
consumption still further will become increasingly acute.
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The role of the Board in providing the central voice of the pork
industry in times of improving prices and incomes can give rise to
expectations of continued achievement that may be extremely difficult if
not impossible to realise. An authoritative voice can influence producers
and traders in pigmeat, but this gives no guarantee of substantial results,
particularly in the face of a seriocus disequilibrium on the market.

The Board can and does actively encourage policies of change, both in
production and in marketing; if these changes are of sufficient magnitude
and in the right direction, the potential problems of severe over
production can be avoided. This 1s not, however, without considerable
difficulties; producers can be slow to adjust output levels, particularly
as these adjustments need to be made a year ahead of the emergence of an
oversupply situation. In the same way, while local and short term over
supply problems can be overcome by intensive promotion campaigns, the
raising of consumption across the country by a substantial amount requires
a long term and sustained marketing campaign.

The Board would appear, to some extent, to have become the victim of
its own success. The maintenance of reasonable supply/demand balance
requires that producers heed its advice on ocutput policies and do not base
their decisions on the assumption that stability on the pigmeat market,
through the actions of the Board to influence the 1level of consumption,
would be effective irrespective of the level of pig output that prevails.
The Board cannot successfully operate policies aimed at maintaining
stability while producers as a group see benefit from expanding (or
reducing) output in a way that does not realistically reflect changes in
the level of demand for pigmeat.

The achievements of the Board in increasing the level of sales,
through its marketing and promotion activities, can be maintained but only
within the capacity of the domestic market to absorb additional supplies.
It would be unrealistic to expect stability to be maintained through work
on the demand end of the market balance in the face of exceptionally large
changes in the volume of supply, unless profitable overseas markets can be
developed rapidly.

The role of the Board in the area of supply management 1is considered
in the following chapter. It must be recognised that the pursuit of the
objectives of greater efficiency in production, stability in the price and
market for pigmeat and the encouragement of greater unity of purpose among
producers requires a direct response from the producers themselves.
Adjustment policies which are effective only with direct supply controls or
some form of market manipulation would imply that the Board had failed -in
its efforts to maintain stability on the pigmeat market; the consequences
of this for producers would be very serious. It 1is therefore essential
that 1longer term strategies for the industry are formulated and
implemented, especially at a time of reasonable balance in the market in
the short-term.






CHAPTER 8

FACTORS AFFECTING MEDIUM TERM PROSPECTS

8.1 Need for Consideration of Medium Term Trends

The traditional economic problems of the pig industry, both in New
Zealand and other market economies, arose from the inherent instability of
the production process. The classical pig cycle, of both economic
textbooks and the reality of producers! experiences, was due to the lagged
output responses to the price signals of the market place. These reactions
generated changes which further accentuated the need for adjustment, with a
consequence of further instability. The many attempts to resolve this
problem, primarily through various types of stabilisation schemes have
generally failed, some more catastrophically than others. The need for
adjustment is inherent in an industry which has the potential for expansion
in output at a much more rapid rate than in consumption; the difficulties
remain of ensuring that adjustments to the medium term market situation are
not frustrated by the efforts to overcome the immediate and short-term
problems.

The current situation in the New Zealand pilg industry is, however, of
a more dynamic character than that which prevailed in the traditional pig
cycle. The problems of sharp, short-term output changes have been modified
to a considerable extent by the structural changes which have occurred in
recent years. The contribution to total annual output of pigmeat by small
producers, who were prone to be "in and out" of production according to the
prevailing input/output price situation, has declined. The pig industry is
now increasingly dominated by a relatively small number of larger producers
who are more willing to ride ocut short term price fluctuations in the
expectation that efficiently run units can prosper from stable programmes
that make full use of their facilities, even when this involves periods of
low net returns. The effect of this can be seen in the smaller
fluctuations in ocutput over the past seven years, with the variations in
output of eight per cent around 40,000 tonnes, compared with much wider
fluctuations in earlier years.

It might be inferred that the greater stability in production
programmes has resolved the need for continuous adjustment and that the
industry can avoid the disastrous periods of oversupply that have arisen in
the past. This inference arising from the changed structural position has
been strongly reinforced by the success of the Pork Industry Board in
increasing the sales of pigmeat through a planned programme of market
promotion, which has led to a "tremendous faith in the future™ of those
involved in the production of pigs (Lepper 1984). Nevertheless in spite of
both the changes in production structures and the work of the Pork Industry
Board in increasing pigmeat sales, the prospect of a serious imbalance in
the medium term market for pigmeat remains; this presents a real threat to
the livelihood of some of those who have committed substantial capital to
thelr pig enterprises. The current challenge to the stability of the
industry arises from developments within the industry itself.

8.2 Technology - the New Challenge

The growth of a more specialised, large scale, production structure in
recent years has been accompanied by a growth in new technology at farm
level at a rate not achieved before. For many decades there has been a
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gradual improvement in efficiency arising from the steady adoption of
improved technology; in the past few years this gradual improvement has

been transformed into an unprecedented surge. This can be readily
illustrated by the rates of change in the output per sow per year (Table
34). In 1952, the number of pigs marketed per sow was 9.2; over the

following decade it grew slowly, finally reaching 10 pigs in 1964. The
rate of productivity gradually improved; by 1973 over 12 pigs were marketed
per sow. During the following seven years output per sow continued to
improve, at a slightly faster pace than in the earlier decades, and reached
14 pigs by 1980. 1In the past three years however, the growth has become
very much quicker, reaching virtually 17 pigs per sow by 1983-84. Thus,
the increase in the output per sow per year of 1.5 pigs over the seven
years to 1980 has been followed by a growth of three pigs per sow per year
in just three years. Even though it is unlikely that this exceptional rate
of increase in sow productivity can be maintained at the rate achieved in
1983-84, there is likely to be some further growth, although at a somewhat
slower rate, for some years to come. By 1985-86 it is probable that sow
productivity will redch 18 pigs per year, and by the end of the current
decade, can be expected to be close to 20 pigs. Productivity at this level
would give a total ocutput of about 920,000 pigs at current sow numbers, or
150,000 higher than the output of 1983-84.

TABLE 34

Productivity per Sow 1973-83

Number of a Total Pigs Slaughtered Annual Number of
Year Breeding Sows {year ended 30 Sept.) Pigs Marketed
per sow®
1973 60,379 751,600 12.5
1974 57,960 Tht,954 12.9
1975 54,835 720,100 13.1
1976 55,920 721,400 13.2
1977 60,809 825,700 14.8
1978 55,686 801,700 13.2
1979 51,761 733,500 13.2
1980 52,147 723,988 14.0
1981 49,485 719,013 13.8
1982 46,830 719,120 14.5
1983 45,852 724,210 15.5
1984 n.a. , 772,850 16.9

2 As at 30 June from 1975 onwards; as at 31 Jan for 1973 and 1974.

Inclusive of pigs slaughtered at Rural Slaughter Houses.

Because of the carryover effect of actual sow production into the
following year's kill, the average number of pigs marketed per sow
per year is calculated on the current year's kill divided by the sow
numbers in the preceding year, except for years prior to 1975, when
the figures are calculated for the same year.
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At the same time as sow productivity has increased, the weight of
pigmeat in carcase form per pig slaughtered has grown from under 47 kilos
in 1973-74 to almost 55 kilos in 1983-84. This increase has resulted from
changes in the relative number of porkers, baconers and choppers in the
total number of pigs slaughtered; in particular the number of porkers has
declined to less than a quarter of the total, compared with over half the
total just 10 years ago. The result of the changes in sow productivity and
average weight at slaughter has been that the total production of 42,000
tonnes of pigmeat in 1983-84 was the same as that in the early 1960's, but
this has come from a sow herd which is now only a half of that carried just
over 20 years ago.

The increase in meat production per sow has been achieved with lower
feed conversion rates. While evidence on the precise level of improvement
is not available con a national basis, the indication from pig recording
schemes is that the investment in improved housing and environmental
control and the emphasis on feed conversion efficiency in breeding
programmes must have resulted in a considerable improvement.

8.3 Effects of Changes in Technology and Prices on Profitability

The economic significance of improvements in technology at farm level
are particularly noticeable in an enterprise such as pig production where,
on average, costs account for a high proportion of total output and the net
margin earned by producers account for a correspondingly small proportion.
In broad terms, net margins from pig production tend to be below 10 per
cent of total output, though there 1s a considerable range about this
figure. 1In the circumstances of relatively small margins per $100 output
of pigs, changes in the costs of production or in the prices for pigmeat
have a disproportionately large effect on profitability. The effects of
changes in some of the main physical and financial factors in pig
production are illustrated in Table 35. These data are taken from budgets
prepared by the Pork Industry Board's consultancy staff, relating to home
mill and mix units with levels of efficiency typical of the industry
generally.

In the case of the wunit finishing bacon pigs from weaners, an
improvement in the feed conversion ratio by 0.25 (from around 3.5 to 3.25
feed conversion ratio for pigs grown from 18 kilos to 83 kilos liveweight)
would increase the gross margin by 54 per cent and the net margin (i.e.
after allowing for wages, drawings, administration, debt servicing and
insurance) by an even higher percentage. Conversely an increase in feed
costs of $20/tonne, at constant food cenversion ratios, would reduce gross
margins by over half, and leave 1little if any net margin. The same
consequences of relatively small changes in the production efficiency or
prices arises in the case of producing weaners for sale, and for units
producing pork or baconers from sow unhits.

Balance on the market for pigmeat (in terms of reasonable stability in
prices and supply levels) is achieved when the incentive to expand
production, arising from the benefits to producers of new technology, is
Jjust offset by the reduction in the price ratio of pigmeat output and input
costs (of which feed is the most important). This means that, in the face
of the benefits arising from technological changes, the relativity between
input costs and output prices will move steadily against producers as the



TABLE 35

Effects of Small Price and Efficiency Changes in
Pig Producers' Gross Margins

‘%6

System of Production

(1y (2) (3) (4)
Finishing 300 Marketing Weaners Marketing Pork Marketing Bacon
bacon pigs from 20 sow unit from 20 sow unit from 20 sow unit

from weaners

Total Income 35,900 14,426 28,924 36,191
Total Direct Expenses 33,416 13,194 25,426 31,674
Gross Margin® 2,484 1,232 . 3,498 4,517

Effects of change in Feed
Conversion (post weaning)

by 0.25 1,342 - + 887 +1,290
Feed Cost by $20 tonne +1,340 +660 1,512 +1,966
Pigmeat by 10 cents kilo *+1,538 - +1,330 +1,778
| Pig sold/sow/year - +734 * 355 + 955

Source: Pork Industry Board Consultancy Service 1984 (pers. comm.)

Gross Margin has to cover wages, personal drawings, administration, debt servicing, taxation and insurance.
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average level of production efficiency improves.‘1 While the development of
substantial new markets for pigmeat would mitigate the consequences of
higher efficiency on producer prices, it would be unrealistic to expect
such markets to continue to generate net returns to the producer at or
close to the current levels. Were these markets to be avalilable at present
net price levels, it would be reasonable to expect that they would have
been developed irrespective of changes in efficiency in production. The
opportunities for the development of export markets have been discussed in
Chapter 6; while these will be enhanced by the availability of lower cost
domestic production, the problem of competition from subsidised supplies on
these markets make it unlikely that reduced costs through higher production
efficiency will be of major consequence in their development. To the
extent that lower domestic prices did facilitate a worthwhile growth in
exports, the development of such markets will help to solve the problems of
ad justment which would otherwise arise.

8.4 The Cost of Production "Solution"

The alternative to a successful marketing campaign that would maintain
domestic prices is for market balance to be sustained through a decline 1in
the real price of pigmeat. This outcome is one which producers find very
difficult to accept and act upon, even though appropriate action would
mitigate the consequences of declining prices. The natural response of
producers and their representatives is to seek to maintain the ratio of
output prices to input costs, and therefore to offset increases in input
prices by equivalent increases in output prices. This approach has been
clearly illustrated recently in the views of Mr N Leese at the 1984 Pork
Industry Annual Conference that "the pork industry cannot continue to allow
supply and demand to dictate schedule prices but must negotiate with
processers for regular adjustment to cover production cost increases" (Pork
Industry Board 1984). This cost of production approach to pricing has been
followed 1in specific one-off contract arrangements and in highly

1
The consequences of technological change on the economics of pig

production have not been sufficiently recognised, even by those directly
involved in disseminating these changes-to producers. The general view
is that "at average levels of on-farm efficiency it 1is wusually
considered that to provide a reasonable return on capital investment,
after allowing for depreciation, the Feed to Pigmeat price ratio should
exceed 8:1. The high level of efficiency on some farms means that they
can be profitable at a lower ratio, but few would be fully allowing for
depreciation and charging commercial rates of interest on their capital”
{(Pork Industry Board 1984). This represents the conventional view but
it is one that has become of less validity at prevailing input/output
production ratiods. Producers whose financial success depends on Feed to
Pigmeat price ratios of 8:1 or more are likely to find themselves 1in
increasing difficulties.

In any event the relevance of the Feed to Pigmeat price ratio should be
seen in terms of the production consequences of alternative situations
rather than of the effects on some concept of financial viability. The
ratio prevailing at the end of 1984 was well below 8:1 (though it
appears to have varied quite considerably between different regions),
but even so was sufficient to encourage the expansion of production.
Feed to Pigmeat price ratios in excess of 8:1 can be expected to have an
even greater stimulating effect on production, and these would be
clearly destabilising for the industry as a whole.
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interventionist agricultural policies such as the Common Agricultural
Policy (C.A.P.) (where it has 1led to enormous financial and marketing
difficulties). It is not, however, a realistic option in a free market
where there is a multiplicity of producers. As Mr Leese pointed out "at
present, price increases are generated by product shortages rather than the
need to recover costs. Similarly price decreases are generated by
oversupply rather than reduction in production costs". He then proposed a
"working blueprint" for a pricing system in which "the first and most vital
move'" would be one in which "the bacon schedule wculd be raised to cover
the increased costs of the pig farmer”.

The philosophy underlying these ideas is one which could receive wide
support from producers, who see their profitability determined to a
considerable degree by market forces over which they have 1little or no
control. It was put forward in the discussion of a remit carried at the
Pork Industry Conference "that the Board be asked to develop a plan to
negotiate schedules regularly with processors and other marketers of pork
products to maintain viable returns to farmers". The discussion on this
proposal reflected concern for the practicalities of its implementation
within a free enterprise system, especially as bacon curers would be
unlikely to become involved in such negotiations. The feeling of the Pork
Industry Board was that it was the responsibility of individual producers
to negotiate with their own markets.

The search for a pricing system that will give regular adjustments to
cover increased production costs, in a dynamic situation where substantial
profits accrue to efficient, large scale, low cost producers is not likely
to be successful. Indeed the concept of "the costs of production" is
itself misleading. Costs per unit vary widely between producers at any one
point in time and change over time as production efficiency changes;
average costs of production are, therefore a function of the efficiency of
producers in the industry at any one time.

The dilemma for a producer board, concerned with the financial welfare
of those they represent, is that steps to mitigate the adverse consequences
of market pricing systems may not be just ineffective but can mask the
signals from the market which should guide producers' decisions on the
levels of their future output. These signals may well be most unwelcome
and it is understandable that proposals should be made to have them altered
to make them more palatable. Even if measures could be taken to make the
signals less severe in the short term, the need for adjustment remains; in
the medium term these adjustments are likely to be all the more difficult
and painful if the short-term problems are successful avoided.

8.5 Problems with High Production Efficiency: Recent U.K. Experience

The consequences of the problems of short-term market 1imbalance in
pigmeat have arisen many times in the past, both in New Zealand and 1in
other countries. The dire financial consequences of such imbalance were
recently highlighted in a study of the Pig Management Scheme Results for
1983 in the U.K. (Ridgeon 1983). The Report concluded that "financially,
1983 was a dreadful year for pig producers; in fact, the worst on record
since the scheme began nearly 50 years ago. Over 70 per cent of herds in
the scheme lost money, even before any account 1s taken of interest
charges. An especially difficult time was experienced by the pig
specialists, those who rely almost entirely on pigs for their livelihood".
These financial difficulties arose in spite of major improvements 1in the
main efficiency factors; over the past two decades the number of weaners
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per sow a year has increased by over 25 per cent to over 20, while the
average feed conversion ratio has declined from about 4.0 to just over 3.0,
much of this coming in the last 10 years. The achievement of increased
weaners per sow and substantially better feed conversion ratios has led to
a drop of almost one third in the average quantity of feed used to produce
eight week old weaners. The Report showed a wide range of efficiency
within pig herds in the United Kingdom; a quarter of them achieved an
average of 22 weaners per sow a year while a further quarter did not reach
18. FPeed conversion ratios for finishing stock ranged from over 3.5 on 10
per cent of the farms to less than 2.75 on 15 per cent of themn. In 1983
the average Feed:Pig price ratio fell to its lowest point on record in the
United Kingdom, remaining at around 5.5 kg of feed equal in value to one kg
of pigmeat for most of the year under examination.

The levels of production efficiency in the United Kingdom reflect "the
skills and attitudes that make British producers technically and
productively the world's best" (Johnston 1983), but there is no reason to
doubt that these levels will be achieved by many producers in New Zealand.
The available evidence suggests that, while the average results for the pig
industry in New Zealand are below those achieved in the United Kingdom
scheme, the more efficient producers are already close to these levels.
The disastrous financial position of United Kingdom pig producers in 1983
has occurred in spite of the market support mechanisms for pigmeat under
the C.A.P. However, these mechanisms give much less protection to pig
producers than to those in most other agricultural sectors, mainly because
of the view in the European Community that pig production is of an
"industrial" character, where the operation of market forces 1is essential
to the evolution and adjustment of that induétry. Even so, there are
provisions for intervention in the market in the form of buying-in
policies, aids for private storage by pigmeat processors and subvention for
experts. Intervention buying has not taken place in practice, while the
provision of funds for private storage and export refunds have been on only
a small scale by the standards of the C.A.P. spending generally.
Expenditure on pig supports have accounted for only one or two per cent of
the total even though pigmeat production accounts for twelve per cent of
total European agricultural output.

The safety net of aids for private storage and export subsidies has
been quite ineffective in saving United Kingdom pig producers from the
consequences of over supply. The result has been a reduction in the number
of producers (15 per cent of those in the United Kingdom Pig Management
Scheme ceased production), with serious financial losses for most of those
remaining and "even those with profitable arable farms often found the pig
enterprise a serious burden to carry" (Ridgeon 1983). The adjustment
programme that this situation has forced on the industry will bring back a
much better balance in the market, but at great cost to producers and only
limited benefits to consumers in the United Kingdom. This has happened in
an industry of high technical efficiency and with a large domestic market
for pigmeat of over 56m population with average consumption per head of 26
kilos per annum.

8.6_'Opportunities for Raising Average Efficiency in New Zealand

The further increase 1in average production efficiency of . pig
production can be éxpectéd through a continuation of current developments.
The most evident is the rapid adoption into commercial systems of the  new
technologies currently being developed at research level, both in New
Zealand and overseas. These new technologies include both the further
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development of techniques and research programmes that have been in
operation for many years, for example in breeding, as well as the
development of relatively new technologies - i.e. the use of computerised
models in predicting nutrient requirements in different feeding regimes.
They also include new work on the most cost efficient pig buildings, the
handling and treatment of piggery wastes, the management of breeding stock
and the efficient use of labour.

An equally, if not more, significant potential source of improvement
in the average level of efficiency is the reduction in the range in levels
of achievement between the most efficient producers, who are concerned in
the adoption of new technology, and the less efficient ones. The growing
awareness of the less efficient producers of the opportunities for
increasing profitability has clearly been a major factor in the sharp
improvement in recent years in the number of pigs marketed per sow per
year. Studies both in New Zealand and overseas show the substantial
differences that exist between the most efficient producer and the average
and this by definition implies a large gap between the efficient and those
of below average performance.

A third source of improvement in the average level of performance is
the exodus from the industry of those production units where the level of
efficiency is well below the current average. In recent years this appears
to have largely involved the smaller and medium sized units, but there are
also some larger units which have ceased production.

The incentives to increasing efficiency are likely to become even
stronger as the output of the industry comes increasingly from the larger,
specialist, commercial producers. This in turn will reinforce the current
changes towards greater concentration of production. At the present time
the larger efficient units benefit from both higher margins per unit of
output and, by definition, a much greater volume of output earning these
margins than is the case with smaller units. The higher margins per unit
of output from the larger herds have been documented in detail in the
United Kingdom study (Ridgeon 1983) and can be inferred from the producer
survey reported in the earlier chapters 1in this Report. This high
profitability comes from specific economies of scale, 1in particular from
the level of labour costs per pilg and from the greater efficiency of larger
units, as shown in the differences in sow productivity and in feed cost per
pig produced. It arises therefore in both breeding and finishing. The
higher physical and economic efficiency of the larger pig wunits reflects
both their greater managerial specialisation and the greater emphasis on
the quality of feeding, housing and other inputs.

It is the dynamic elements of rapidly growing production efficiency
and an increasing concentration of production in the hands of larger
producers which makes the economic character of the current growth in
output essentially different to that of earlier periods of expansion. Both
efficiency and the degree of concentration is likely to increase further,
though in view of the changes of the past few years it is unlikely that the
rate of change will be sustained. The dominance of large, efficient
producers in the industry will not solve the problems of instability,
particularly while worthwhile opportunities for increasing profits through
greater efficiency still remain; indeed it could well exacerbate the
problem.



CHAPTER 9

A STRATEGY FOR THE DEVELOPMENT OF THE PIG INDUSTRY

9.1 An Institutional Price Framework?

A major theme, which has recurred over a number of decades 1in
discussions on the policies for the pigmeat industry, has been the need to
give producers confidence in the prices which they will receive for their
pigs. This is part of the wider issue of the need to meet the concern of
farmers generally for greater year to year stability in their incomes; it
is a problem which is particularly acute in an enterprise which operates on
narrow margins, where a relatively small decline in prices would wipe out
the entire net earnings from pig production of a considerable number of
producers. There has therefore been a considerable measure of support for
a policy which would 1limit the effects of market forces on the prices paid
for finished pigs, particularly as the market for pigmeat is one with many
sellers but only few buyers. In many local areas the number of buyers may
be very small and producers have limited choice as to the outlets in which
they sell.

The consequences of this approach to the marketing of pigs have been
clearly set out in the Report of the Committee of Investigation into Pig
Trading and Marketing (Nordmeyer 1975). The first recommendation in this
Report was "that pig prices should be determined by an independent body
whose task should be devoted towards ensuring that producers' costs of
production are fully covered. As a general rule basic price levels should
be such that efficient producers rather than inefficient producers are
encouraged in the long run". The Report proposed that "the price to be
paid for pigs should be calculated on the basis of the cost of grain meal"
and that "decisions on the price of pigs at various grades could be made by
a three-man committee, one appointed by the [Pork Industry] Council, one by
the processors and one by Government (who should be the Chairman). Such a
price fixing body would take into account differences in costs in different
areas and the different grades and weights at which pigs were being
traded”.

These proposals reflect an approach to marketing and pricing policy
which was much more widespread in the mid seventies than it is today,
although there is still a considerable body of support for an approach
which would lessen the inequalities in the market place which are perceived
by many producers. The view that some form of institutional price system
could ensure a "fair" return for producers is one which would generate much
greater support in the event of a significant downturn in the price of pigs
(such a downturn need not be in absolute terms to generate such a reaction,
for a serious deterioration in the pig/feed price ratio due to higher feed
prices could bring a sharp response to the financial consequences that
would arise).

9.2 Basic Minimum Price Scheme

The framework proposed in the Nordmeyer Report for determining the
prices paid for pigs was not adopted, presumably because the weaknesses
inherent in this approach were acknowledged as stronger than the 1likely
benefits. However, the need to implement some form of mechanism to 1limit
the consequences of a free market situation was widely accepted; a scheme
to support prices was therefore introduced in 1977. This "Basic Minimum
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Price Stabilisation Scheme" was operated by the Pork Marketing Board in
order to provide a floor price for pigs. Under this scheme, the Board set
a basic minimum price and was prepared to purchase pigs at that price when
the prevailing market price fell to below this minimum level. - The minimum
price was set at a level "which would enable efficient farmers to remain in
an economically viable situation” (Pork Marketing Board 1979). The scheme
was financed by a levy on each pig slaughtered, and these funds were used
to finance the disposal of the pigs acquired by the Board. It was
envisaged that the majority of these pigs which were purchased to support
market prices would be sold abroad; in practice the dispesal of surplus
pigs on export markets proved to be particularly difficult and, with the
exception of a very small quantity, all the pigmeat purchased by the Board
was traded back on to the 1local market, at a considerable loss.
Furthermore this additional supply had an inevitable impact on the market
prices prevailing at the time of disposal.

The operation of the Basic Minimum Price Stabilisation Scheme ran into
a number of serious difficulties:

(a) it proved to be impossible to sell the pigmeat acquired under this
scheme, either on the external or internal markets, in a way which did
not Jjeopardise the market balance;

(b) severe financial problems arose in the financing of the scheme, as
producer levies proved insufficient to meet the costs of supporting
prices when these fell significantly below the minimum that were set.
The Pork Industry Board had set these prices in the firm expectation
that they would receive financial support from the Government; in
practice the support from the Government was for the principle of a
price stabilisation scheme, with the financing to come from the
producers and not from general taxation;

{(c) it has been held that the scheme acted to set maximum, as well as
minimum prices for pigs and that "when the 18 month period over which
the scheme operated is taken as a whole, the scheme had no significant
influence on most farm prices for pigs and acted to depress some farm
prices below what they otherwise would have been” (Horn 19871). This
conclusion must on its own give rise to serious misgivings about the
Justification for the scheme, even 1f the other difficulties had not
arisen. There are resource costs involved in administering such a
scheme and these generate no return at all if the scheme fails in 1its
basic objective; and '

{d) the decisions on the appropriate rate of -levy to fund the scheme
contributed to the problems faced by producers; the levy was set at a
relatively low level before prices fell in 1977 and then had to be
increased when pig prices were depressed. The increase in the levy
was required to meet the cash flow situation which had arisen- during
periods of high expenditure from the fund, but this added to the cash
flow problems being experienced by producers.

The problems which arose during the period of operation of the Basic
Minimum Price Stabilisation Scheme were partly due to the decisions which
were made on its day to day operation, and thus would not necessarily arise
if any similar scheme were introduced. However, as minimum price
arrangements of this type have generally experienced serious operational
difficulties, it is unlikely that these could have been avoided in the case
of the Basic Minimum Price Stabilisation Scheme for  Pigs through
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alternative decisions on its detailed operation. In the 1light of this
experience, it would seem unlikely that measures to bring greater price
stability through this type of scheme would be re-introduced. The specific
lessons which have been learned from its operation have been emphasised
recently by the more general tide of current economic policy towards
allowing market forces to have a greater impact on production decisions and
resource allocation. While those responsible for decisions on minimum
price arrangements often have the objective of enabling more rational
decisions on production to be made in the medium term, it is doubtful if
many schemes of this type actually achieve this objective.

A further objection to the basic minimum price scheme, as conceived
for the pig industry in the late seventies, is that policies which seek to
support farm prices by disposing of excess production on external markets,
while maintaining internal prices above their market level, have proved to
be inimical to New Zealand's general trading interests when adopted by
other states. These policies have been the subject of strong criticism by
various New Zealand interests. 1In these circumstances it is unlikely that
there would be agreement, either in principle or in practice, for any price
support schemes based on this procedure.

9.3 Role of Price Mechanism

Any strategy for the further development of the pig industry needs to
give explicit recognition to the operation of the price mechanism in the
prevailing circumstances of the industry. An awareness of the serious
shortcomings of the price support schemes dces not imply that the
underlying objective of maintaining a reasonable degree of stability of
producers' output and incomes is inappropriate. The role of the price
mechanism in a market economy is not, however, concerned with ensuring the
net incomes of groups directly involved in any economic activity, but
rather with achieving a clearance of the market in the short term and
providing signals to both producers and consumers in.the .longer term and
thus stimulating changes in the supply and demand situation. The aim of
price stabilisation policies should be minimise the extent to which the
market clearance role of the pricing system conveys an inadequate or
inaccurate signal for the medium or longer term. The wrong signals to
‘producers from the operation of pig markets in the short term have been
responsible for much of the traditional instability in pig production.
Price stabilisation schemes which operated in a way that would generate
more accurate price signals would be highly beneficial, but the pursuit of
such schemes has often been frustrated by the pursuit of other objectives -
particularly the short term improvement in producers incomes. This 1is
especially the case in the pig industry, where efficiency levels vary
widely with the less efficient producers being faced with severe financial
problems from even a small reduction in prices, and who therefore 1look to
price stabilisation or similar schemes to resolve their serious 1liquidity
situation. The operation of producer controlled schemes in seeking to help
in these situations is often at the expense of the need for equilibrium on
the market. Thus, while in principle intervention in the market should
help to make it more efficient in giving the appropriate signals for the
medium term, price stabilisation schemes generally fail to achieve greater
market pricing efficiency. This is particularly the case with producer
financed schemes, where the immediate needs of some producers override
policies that would achieve a better medium term balance of the market.

It is this adjustment in production programmes to the level of market
demands which is of overwhelming importance to the future of the industry,
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and the pricing system should be seen as the mechanism for giving direction
to that adjustment. There are, unfortunately, a plethora of agricultural
marketing problems in the world which have arisen from the failure of the
pricing system to give clear signals of the need for production
adjustments. These failures have often been the result of deliberate
attempts to mask prevailing price signals, in order to aveid the short term
problems which they would have involved. The agricultural policy of the
European Community and its enormous "structural surpluses" of farm
production, is a vivid example of this. There 1is a clear need, in an
economically rational system, for the price mechanism to operate as
efficiently as possible and not to be distorted by short term manipulation
in the market place. There is no evidence to suggest that the price system
in the New Zealand pig market is significantly distorted at the present
time and while many producers feel that the system works to their
disadvantage, it would be basically self defeating to attempt to alter
fundamental signals to the producers. :

Structural changes, combined with the improvements in technical and
economic efficiency over recent years, are likely to reduce the instability
‘arising from spasmodic supplies entering and leaving the industry, which
bring changes in supply levels which tend to disrupt the achievement of
market balance. There has, however, been a change in the contribution of
these "in and out" suppliers, who generally have tended to be smaller than
the more consistent pig producers. The contribution from suppliers with
only a few pigs 1is now relatively small and 1is still falling. The
likelihood that variations in supplies from spasmodic suppliers would be a
major cause of market imbalance has declined and no longer appears to be of
any great significance. The current expansion in output is not the result
of any net increase in the number of suppliers; it 1is clearly the
consequence of the improvements in efficiency of existing preducers,
particularly the larger ones, and their reactions to the prevailing levels
of prices of inputs and outputs.

9.4 Other Constraints

In its medium term development strategy, the Pork Industry Board has
to face considerable constraints on its freedom of action, in addition to
those relating directly to the operation of the market pricing mechanisn.
It is useful to identify these and to consider whether there are, 1in
practice, effective ways of overcoming them.

The major constraint on the Board, apart from those related directly
to pig prices, is that there are no satisfactory mechanisms that would give
quantitative control over supply. The Committee of Investigation into Pig
Trading and Marketing (Nordmeyer 1975) examined two aspects of this issue.
The first was whether "the rise in the number of farms raising their own
pigs, securing a monopoly of whey from dairy companies, then killing in
their own slaughterhouses, processing in their own factories and retailing
in their own shops" would "multiply and destroy the whole character of pig
production in New Zealand". The Report concluded that the prospects of
such a development were remote and said that "nothing should be done to
limit numbers in cases where farms are doing nothing more than seeking to
improve efficiency by increasing production™.

The second aspect of supply control that was considered was the
proposal that all producers be licensed and their output restricted if
necessary. There was considerable division on this issue between producers
at the time of the Report. The consideration of the issue was complicated
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by the introduction of the question of the Pig Industry Board becoming the
sole purchaser of pigs — which is basically quite separate to that of the
quantitative control of production. 1In any event, these issues of direct
guantitative controls over production levels, the licensing of producers
and single authority buying no longer play a major role in the discussions
as future strategy for the industry.

In the present circumstances it would seem most unlikely that direct
quantitative controls over production of individual producers or single
authority purchasing would represent a feasible option. The lack of any
direct supply control should therefore be seen as one unavoidable
constraint of any development programme; though it is one which might be
removed in the event of an extremely serious recession in the industry. As
it is the objective of the Pork Industry Board to avoid any such recession,
its development strategy can be expected to continue to be based on
policies which do not involve direct output controls or require single
authority buying. The licensing of producers is one option raised 1in the
Nordmeyer Report (and at subsequent conferences of producers) which might
be pursued. It does not have the same difficulties of implementation as
specific supply control measures, nor of itself does it offer any effective
route towards stabilisation of prices or production. It would only become
significant as a step towards some form of supply control.

While it is likely to be exceptionally difficult to operate direct
supply control policies, this does not mean that the Pork Industry Board
has not some mechanisms at its disposal to influence the 1level of pig
production. Possible methods of influencing producers are discussed in the
following section, but these do not give any guarantee of effective control
over the level of supplies coming on to the market in the coming years. A
development strategy has, therefore, to take cognisance of the constraint
on any firm control over the volume of production, while acknowledging the
need to adopt measures which can influence the level of supply, even if
only in a limited fashion. Such measures should be seen in the context of
a free market system and directed towards making the pricing system work in
a more efficient fashion in the medium to longer term.

9.5 Elements in a Development Strategy

The need for a medium term strategy for the future development of the
pig industry arises, in part, from the achievements in moving "from a
sector besieged by fluctuating fortunes on the market place to a stable and
worthwhile growth industry" (Lepper 1984). The current expansion of the
industry has arisen particularly from the success in generating a
sufficient growth in domestic consumption of pigmeat at a rate which has
kept pace with the growth” in production. As 1long as this rate of
consumption can be maintained, or new markets be developed abroad at an
equivalent rate, then the dangers of over production and falling prices can
be avoided. There is, however, good reason to expect that the rates of
growth in production and consumption will not remain the same and that the
stability of recent years will be threatened by the emergence of
considerable differences in the growth rates. In particular, the growth of
pigmeat sales 1is 1likely to meet growing difficulties and become
increasingly expensive in terms of the costs of promotion and other market
development procedures. '
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The elements in a development strategy for the industry should consist
of policies directed towards influencing:

{a) the supply of pigs from domestic producers;
(b) the level and nature of imports of pigmeat;

(c) the consumption of pigmeat in different forms on the domestic
market; and

(d) exports to remunerative markets.

The efforts of the Pork Industry Board have so far been focussed
primarily on increasing the domestic pigmeat market, as this has offered
the best prospects for maintaining stability 1in the industry. The
importance of the further expansion of the domestic market remains, but the
difficulties of maintaining the rapid rate of expansion of recent years has
increased the need to give attention to the other elements of development
strategy.

9.5.1 Measures to Influence Supply

As set out earlier, although the Pork Industry Board does not have
authority to control the supply of pigs, there are a number of measures
which the Board could adopt in order to influence the 1level of future
supplies. These measures could be used either to encourage or discourage
growth, but in the content of the current expansionist phase of production
and given the potential for further growth generated by new technology, the
emphasis should be on the need to reduce the rate of growth in output
{though not, at the present time, to reduce output itself). It has to be
recognised that indirect measures designed to influence the 1level of
domestic supplies are likely to operate with a considerable lag before
their effects are felt. The need therefore is to aim at influencing the
© level of supplies one year or more ahead, without there being any firm
assurance as to the market situation at that time or any clear knowledge of
the impact these measures may have.

There are three measures that can be implemented. The most simple,
but probably least effective, is "jawboning" - the provision of advice on
the likely future level of market balance and therefore of prices in the
hope that this advice will be listened to and acted upon. Producers can be
warned of the consequences of over production and of the need to adjust
their production programmes to the likely level of total demand in the
coming years at prevailing price levels.

The need for uniform production levels can be promoted both in broad
terms for pig producers generally and more specifically through the work of
the consultancy services of the Pig Industry Board who could advise on the
consequences of present production trends. The development of regular
information bulletins to producers from the Board, the annual industry
conferences, the work of the Board's ancillary services and the contacts
between the Board, its staff and pig preoducers generally provide a wide
range of opportunities for the Board to convey its views to producers. It
is important that the Board's policy on the need for production expansion,
contraction or stability, be carefully formulated and that the consequences
of the prevailing trends be carefully understood by producers.
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A policy of "jaw boning" could be of greater effectiveness than has
generally been the case in the past, in the 1light of structural
developments at the production 1level, and in particular the growing
contribution to total output of a relatively small number of producers.
With half the total pig output now coming from 100 producers and with a
substantial proportion of the remaining output coming from a further 100 or
so, there are realistic opportunities for direct and regular contact
between the Board and its staff and those supplying the major part of total
production.

A policy of advising on the expansion or reduction of output can,
however, suffer from its own success if the response is greater than has
been anticipated; for example, warnings of the impending consequences of
oversupply could, if heeded on a wide scale, result in a market situation
of shortages and, therefore, of higher prices. In such an event, the
Board's warnings could be ill founded and it would lose credibility.

At present the Board operates a sow gilt survey which gives broad
production trend information, together with a 100 herd survey which
‘provides detailed information on production trends from a representative
sample of farms by herd size and ward. It is expected that the current
data "will start to provide information which will allow the Board to make
more accurate predictions of production trends" (Pork Industry Board 1983).
This survey provides the nucleus for an information system designed to give
a greater impact by the Board on the decisions by producers on their future
output levels. In the final analysis, these decisions and their
consequences would still be with producers but the Board should not only
monitor but seek to influence the medium term decisions taken by producers.
This would largely involve persuading them to restrain plans to increase
output during times of reasonably good profitability and to avoid overly
reacting by cutting back in periods of reduced profits. In so far as these
measures were effective, the longer term stability of the industry would be
improved and the need for other measures to influence supplies would be
avoided. Such a policy would require producers to accept a greater degree
of responsibility for the level of supply of pigs on to the market; it
would make marketing policies more effective and dispel the view of some
producers that the Board's job is to ensure that their output is sold at a
profitable price, irrespective of their decisions on the level of output.

Policies of advice to producers on the appropriate levels of
production can be supplemented through discussions with agencies supplying
loan capital for increased production. While the Pork Industry Board would
clearly not wish to become involved in decisions on individual cases, it
can nevertheless give guidance on the trends in supply and 1likely prices
which would provide the basis for general lending policies to pig
producers. The issue is, however, complex in that investments needed to
increase efficiency often result in some degree of expansion, and it is not
always possible to differentiate between investments generating greater
efficiency and those generating greater output. However, decisions by
producers on investment in greater efficiency, either from their own funds
or from other sources, should also have regard to the likely future trends
in net earnings in the industry; the Pork Industry Board should set ocut its
views on this issue to help producers and .the various lending agencies to
make informed decisions.

A third measure which could help to give some measure of supply
control, but one which has been considered to only a limited extent in New
Zealand, is the provision of financial incentives to encourage inefficient
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producers to cease production. It is quite clear that the practical
problems of securing a reduction in supplies in the medium term through
such a scheme are very large; nevertheless the benefits to the industry as
a whole of maintaining reasonable market balance are also very large. The
problem of securing significant reductions in the pig industry when serious
market disequilibrium exists fall not only on the marginal producers, who
eventually do make major adjustments in their level of production, but on
all producers. The decline in profitability arising from oversupply brings
financial pressure throughout the industry and any effective scheme to
promote the necessary adjustment would be beneficial to all producers, not
just to those who might directly benefit from incentives to cease
production.

This option is considered again later in the present Report, but it
can have both direct benefits not conly in facilitating the exit of some
producers from the industry but in a wider context in that it gives a
sharper focus to "jawboning". The decision on the time to introduce such a
scheme, if an effective one can be devised, is a matter of judgement as to
the current level of profitability and the prospects for it to change in
the foreseeable future. It is important that the introduction of such a
scheme should not be seen as a failure by the Pork Industry Board to ensure
a remunerative market for all the pigs produced; no Board can ensure such
an outcome in a free market situation.

§.5.2 Level and Nature of Imports of Pigmeat

The supply of pigmeat to the New Zealand market 1is dominated by
donmestic production, but the part played by imports has nevertheless been
of significance. As set out in Chapter 6, total imports in recent years
have been between 1,000 and 2,000 tonnes, equivalent to around five per
cent of total consumption. The recent growth in output did not have an
impact on the level of imports prior to devaluation in mid-1984, as
consumption had increased sufficiently rapidly to absorb both larger
imports and greater domestic production. As long as the growth of domestic
consumption is sufficient to absorb alll the forthcoming increases in
production, then the 1level of imports is not of immediate concern.
However, the growth in consumption, which has been generated at
considerable cost from funds of domestic producers, is by no means assured,
for reasons discussed earlier in this Report. In the event of total
production reaching or exceeding total domestic consumption, the role of
imports will become of much more immediate importance.

It is likely that within the next two years, the growth of production
will be such that it will equal or exceed domestic consumption, even
allowing for further increases in consumption. In these circumstances, the
substitution of imports by domestic production provides a market for some
of this production. This has become entirely feasible since devaluation,
which has pushed up the price of imported pigmeat very sharply.

The 1983/84 imports of 2,117 tonnes represent over 40,000 pigs, and it
is likely that most, if not all, of the market represented by these
supplies could be met from New Zealand producers. There may be some
residual imports, arising partly from the fact that domestic demand for
hind legs and other expensive cuts tends to exceed supply, while the supply
of inexpensive cuts (particularly shoulders), tends to exceed demand.
However, this imbalance in demand can be counterbalanced by appropriate
pricing policies which will relate offtake more closely to the supply of
the different cuts of pigmeat.



107.

9.5.3 Further Development of Domestic Market

Not only is it possible to increase domestic sales within the total
domestic market by import replacement, it 1is evident that the total
domestic market can itself be further expanded. This is being done by the
Pork Industry Board through its Trim Pork and Quality Bacon campaigns aimed
directly at increasing consumption in  households and in various
institutions. The policy of promotion on the domestic market will no doubt
be continued, and this can be expected to raise per capita consumption
still further.

The recent rate of growth in domestic consumption of pigmeat is,
however, bound to slow down in the medium term, due to:

(a) the increasing difficulties of pursuading consumers to eat larger
quantities of pork, ham and bacon;

{(b) the growing concern of suppliers of other high quality protein foods
about their level of sales on the New Zealand market and their efforts
to maintain and if possible expand their own share of the market; and

{(c) the current decline in real disposable incomes and the projection of
further declines in 1985-86, with recovery to the 1983-84 disposable
income levels forecast as not coming until 1986-87.

These difficulties in increasing domestic pigmeat consumption have to
be weighed against the cumulative benefits of a vigorous production
programme by the Pork Industry Board and the consequential growth in
experience in the operation of such programmes. In practice the effects of
these various factors are likely to be that the growth in pigmeat
consumption over recent years will slow down, with every additional kilo
per head that is consumed annually becoming expensive to achieve in real
terms.

9.5.4 Opportunities for Export Sales

The solution of excess supplies over domestic requirements for farm
products in many advanced countries is the development of "dynamic export
policies™. Such policies depend on essentially two factors - a genuine
comparative production cost advantage which enables producers to compete on
world markets on the basis of their own efficiency, or a provision of
various subsidies and aids on exports which enables the products to be
priced below those prevailing on the domestic market. In the case of the
New Zealand pigmeat industry, it is unlikely that any government aid for
export subsidies would be forthcoming or even that any scheme of subsidised
exports based on levies paid by producers would be agreed to.

Export development will therefore depend on the ability of New Zealand
producers to generate a comparative cost advantage, not only at the
production level but also in marketing. There are no evident natural
comparative advantages for New Zealand producers in the case of pigs as
exists in pastoral and horticultural enterprises. Some producers have
access to cheap feed sources but these are not available to all producers
and as output increases the contribution of cheap feeds will decline as a
proportion of total feed usage (unless food conversion ratios were to
improve very rapidly indeed, which seems unlikely).
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The export opportunities would be enhanced if access were obtained to
otherwise protected markets but New Zealand suppliers themselves still face
restrictions, ostensibly on animal health grounds, to some of 1its nearest
markets. These restrictions may be overcome by actions taken in this
country (e.g. by measures taken to guarantee the disease free status of
exported pigmeat). Such actions often take considerable time to bring to
fruition, particularly as those states operating the restrictions have
little incentive to assist in their successful conclusion. Obviously it is
highly desirable to pursue the removal of unnecessary non-tariff barriers
to trade, but the reality of the world's trade in farm products is that the
pressures to maintain such barriers are often far stronger than the
pressure to remove them.

On the more open export markets for pigmeat, it 1is clear that the
effect of subsidised supplies is in many instances keeping prices down to
quite uneconomic levels. The development of export sales is therefore
likely to depend upon the opportunities for exploiting any advantages in
New Zealand production. These include the general reputation for high
quality godds, the possibility for developing specially tailored products
for particular markets, the ability to meet local requirements in terms of
delivery dates and consistency of quality and the targeting of promotion
expenditures on particular groups of consumers.

In these circumstances it would be unrealistic to expect the export
trade in pigmeat to build up to the levels achieved in the 1later 1930's,
unless some new exceptional measure to reduce production costs is
discovered and widely implemented. There is no reason to foresee such a
development over the next few years, although the rate of improvement in
production efficiency over recent years holds out the prospect of growing
supplies at prices which would be competitive against non-subsidised
supplies. At the same time, even with such supplies it will be necessary
to invest considerable funds in the promotion of New Zealand pigmeat on the
most promising export markets if commercial quantities are to be sold on a
regular basis.

The costs involved in export promotion and the difficulties in
establishing an export market for New Zealand pigmeat should not be
underestimated - nor, however, should the seriousness of the outcome if
worthwhile export markets are not established. This is the dilemma which
now faces the Pork Industry Board; while the resources now available to the
Board for studies of the different potential export markets would seem to
be adequate, once launched with a market promotion campaignh the demands on
these funds will become severe. In the face of a prospective oversupply
situation, there are strong pressures on the Board to invest in measures to
develop external markets. These markets may well return a net price lower
than those currently earned on the domestic market but, in the event of a
serious surplus situation, the price from exporting may be better than
would be realised in an oversupplied situation at home. Exports would in
this situation help to raise producer prices 1in New Zealand through a
better balance on the home market.

9.6 Prospects for Success

The three main elements which can be combined in a strategy of the
Pork Industry Board for the future development of the pig industry in New
Zealand cannot offer any guarantee of continued success. Since 1980 the
overwhelming concern has been with the management of the domestic market.
The Board has undertaken strong promotional activities on this market and,
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more recently, begun the assessment of export markets, particularly
Singapore and Australia. The development of exports will depend on the
ability of the industry to produce and sell at prices which are competitive
against other sources of supply - after taking into account the level of
transport costs from New Zealand to export markets and the fact that the
sales of agricultural products from many countries involve some degree of
subsidy, either directly or in some hidden form.

The steps to influence the level of domestic supplies of pigs must
clearly reflect the outcome of the current programme for the development of
new marketing opportunities, particularly those abroad. In the pig
industry, the time scale in production is relatively short compared with
other livestock sectors and the decisions on whether to continue to pursue
a market expansion programme as the means of maintaining market balance
rather than combining such a programme with supply restraint measures need
to be reviewed regularly.

The success of the Pork Industry Board should be Jjudged not by its
ability to foresee and prevent instability in the industry but by whether
it can reduce such instabilities significantly below what would arise
without their intervention. The evidence of the past suggests that pig
producer organisations in New Zealand have found it extremely difficult to
reduce price and supply fluctuations. The tasks facing the Board today are
greater than many producers recognise; the current growth in production and
consumption has generated a spirit of optimism among producers who may find
it hard to accept the consequences of technology-led growth and the effects
of such growth on price levels.






CHAPTER 10

CONCLUSIONS AND RECOMMENDATIONS

10.1 Present Strengths and Weaknesses of Pigmeat Industry

10.7.17 Production

This report has stressed the rapid improvement over the past few years
in the average efficiency of pig production in New Zealand. These
improvements, combined with the growth in the market for pigmeat, have
brought about a higher level of profitability and a consequent growth in
total output. While it is difficult to predict the rate at which
production efficiency will grow, there 1is no doubt that there is
considerable potential for further improvement and that this will continue
to be exploited by producers.

The growth in efficiency is linked to the growing concentration . of
production. By 1983 the largest 200 producers accounted for 68 per cent of
total output, i.e. for more than twice the output of the remaining 5,200,
and on the basis of trends over recent years it can be expected that these
200 largest units may scon account for 75 per cent of total output. These
producers have the incentive and opportunity to integrate new technology
into their production systems.

The costs of pig production are a function of a wide variety of
production arrangements. Producers who have access to consistent supplies
of good quality by-products from dairying or food manufacturing are in a
position to produce at low costs, and could readily withstand a decline in
profitability without suffering severe financial hardship. It is possible
that in the event of a significant fall in profitability some of these
producers might react by increasing output in order to limit the effect of
a decline in profit margins on their net incomes. This arises from the
existance of a capacity to expand on some of these units - a capability
which is not being fully utilised for a wide range of reasons, but often
linked to a leisure preference of the producers concerned.

Producers who do not have access to cheap feed sources, and who
account for the major part of total output (though not of the total number
of producers) have seen the relative prices of inputs and output move
against them in recent months. This has eroded some of the additional
profitability arising from improved production efficiency. The available
data does not allow for a full evaluation of these opposing trends, but the
continued expansion in the industry would indicate that the economic
benefits of greater efficiency have not been so severely affected by price
changes as to lead producers as a whole to take steps to curb output. It
is clear that the traditional relationship between feed prices and those
for pigs which would be required to maintain a reasonable level of
profitability has been eroded by the financial consequences of changes in
efficiency levels. Expectations that the decline in the feed/pig price
ratio would lead to a fall in production must have regard to the higher
profitability that follows from growth in efficiency. The many
illustrations of the financial benefits from increases in the number of
pigs weaned per sow per year and in feed conversion ratios have been taken
to heart by producers, who have achieved considerable improvements and thus
realised some, at least, of the financial rewards that had been predicted.
These major benefits from new technology in pig production represent

111.
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elements in the development of the industry on a scale that did not exist
prior to 1980.

10.1.2 Processing

The data on the efficiency 1levels 1in the processing Iindustry 1is
insufficient to allow any firm conclusions to be drawn. As processing
accounts for a major share of consumer expenditure on pigmeat, the further
development of the domestic pigmeat market will depend on the capacity of
the processing sector to produce those consumer packs which will meet price
and quality standards. While no direct comparisons have been made between
the New Zealand pig processing industry and that in Europe, the greater
competition in the European industry would seem to have led to a much
higher 1level of concern with product development and much greater
uniformity in the quality of consumer packs.

The small size of the New Zealand industry and its isolation from
directly competing products from abroad has not been conducive to the
stimuli that have generated changes in other countries. While there have
been a number of slaughtering facilities which have been closed, there have
not been the same evident structural changes in the processing industry as
those which have occurred in production and retailing.

The importance of processing as far as the pig industry is concerned
derives from the fact that 70 per cent of total pigmeat consumption is in
processed form. The growth that has been made in the sales of fresh pork,
though the Trim Pork campaign, has involved a higher degree of meat
processing than has been the case with traditional fresh pork sales but
this has had little direct impact on the production of cured pork in its
various forms.

The further development of pigmeat consumption in New Zealand appears
to be increasingly a function of the potential for improving the sales of
processed products. While the Pork Industry Board in conjunction with the
Bacon Curers Association can organise market promotion campaigns for
processed pigmeat, which include efforts to improve the quality of consumer
packaged products, the ability of the curing industry to develop new
products and to sell the existing range at prices which are competitive
with substitutes in household expenditure patterns is of equal importance.
Little seems to be published on the question of the factors which would
generate greater efficiency at the processing level; this is an issue which
would Jjustify more detailed examination and will require the co-operation
of the firms involved.

10.1.3 Marketing

The marketing of pigmeat has seen changes which have, in their own
way, paralleled the improvements in the production of pigs. The structure
of retailing is still changing, with the large supermarkets taking a
growing share of the total retail food market. These changes will continue
for some years to come, with modern sophisticated selling methods having an
increasing impact on this sector. This will give greater benefits to those
who are able to meet the demands for high quality pork and pork products,
supplied in the quantities required to meet the needs of the large sales
organisations.

The changes in retailing have, to a considerable degree, facilitated
the development of the marketing programme by the Pork Industry Board. The
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range of promotion techniques that have been used has been made possible by
the existence of large supermarkets; the interaction between market
promotion techniques and changes in the structure of retailing have been an
important factor in the success of the campaigns to increase sales of pork
and pork products.

The expenditure on market promotion has met a very large measure of
support from producers, who pay for it from the marketing levy on the pigs
they sell. This support for market promotion may have the effect of
encouraging producers to believe that market prices can be maintained
through this activity, irrespective of the 1level of production that is
forthcoming. This is a fallacy that could militate against measures being
taken to achieve market balance through action at the supply end as well as
on demand.

10.2 Output Trends

The growth in production of pigs in recent years has been primarily a
consequence of the higher productivity per sow. The Official statistics
show a steady decline in the number of breeding sows from 52,150 in 1980 to
45,850 in 1983; the number of pigs slaughtered remained virtually constant
over these years despite this decline in breeding herd numbers, and in the
year following 1983 it grew sharply. At the same time the volume of
pigmeat has grown through steady increase in the average weight of pigs at
slaughter. The level of output of pigmeat in the coming years will be
determined by:

{a) changes in the size of the breeding herd;
(b) changes in the productivity per sow; and
{c) the average weight of pigs at slaughter

As far as the size in the breeding herd is concerned, the records of
those herds participating in the "100 sow survey" of the Pork Industry
Board showed an increase in sow numbers of 7.7 per cent over the 12 months
to December 1984. While this growth seems likely to have been somewhat
larger than that for the national breeding herd as a whole (because the
participants in the survey may be more representative of the most strongly
committed pig producers), it nevertheless would seem to indicate
significant growth in total sow numbers. It seems unlikely that changes in
the numbers of sows in the herds not in the survey would have been such as
to completely negate the increase in the participating herds; this view 1is
reinforced by the response of the producers in the wider postal survey
reported in Chapters 3 and 4. '

Changes in production per sow are likely to continue, in view of the
very sharp upward trends shown since 1981. While the increase of 1.5 pigs
marketed per sow which occurred in 1983/84 would appear to have been
exceptional, a growth of an additional 0.5 pigs marketed per sow, to bring
the average to 17.5 would seem to be a reasonable projection. This would
generate an increase of 25,000 pigs, and by itself bring output to a total
of 800,000 pigs slaughtered, without allowing for the effect of the change
in sow numbers.

The increase in the average weight of pigs slaughtered has been
between 1.5 and 2.0 per cent per year in recent years. Much of this has
come from the increasing proportion of pigs carried on to bacon weight
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rather than slaughtered as porkers. While there 1is scope for a
continuation of this trend, as the numbers slaughtered at porker weights
decline further it is likely that the present rate of change to bacon
weights will diminish. On this basis further growth of average weights of
all pigs slaughtered of 1.0 to 1.5 per cent per annum, can be expected over
the next few years.

On the basis of recent trends the output of 768,350 pigs in 1983-84 is
likely to increase by at least 60,000 in 1984-85, to bring total output
close to 830,000. Indeed if sow numbers have increased in the national
herd by much more than five per cent during the year to June 1984, then the
increase in output could be higher than 60,000. If slaughter weights
remained constant, a growth of 60,000 pigs would bring total pigmeat output
to 45,300 tonnes. With some further growth in slaughter weights, the total
volume of output would be close to 46,000 tonnes. This would bring total
pigmeat production back to the level achieved in the 1962-64 period and
10,000 tonnes above that produced 10 years ago.

The production for 1984/85 has now either already been consumed or  is
in the production pipeline. The pigs that will be finished by December
1985 are now either being reared or will be born in the immediate future.
Part of the 1985/86 output, at least that to the end of 1985, is also
virtually assured; if the trends in sow numbers of the past year or so are
maintained through to the end of 1985, production in 1985/86 is 1likely to
reach 900,000. It is the marketing of these pigs which represent the major
challenge to the programme of the Pork Industry Board. As the number of
pigs marketed each month increases, it is likely that there will be a fall
in the real price of pigs (i.e. pig prices may increase in current terms,
but at a lower rate than increases in input costs and in inflation
generally). The implications of such real price falls should be carefully
examined; while some steps may be possible to limit this decline, it would
be unrealistic to expect them to maintain real prices for pigs in the face
of surplus pigs on the market.

10.3 Prospects for Consumption

The further expansion of total consumption of pigmeat is essential to
the continued prosperity of the industry. The decline in 1imports,
consequent upon the higher prices which followed devaluation, has created
the opportunity for marketing some 40,000 pigs from domestic sources from
within the total number of pigs which were sold on the New Zealand market
in 1983/84. This development would mean that only a relatively small
increase in consumption is required to market the increase in pig supplies
projected for 1984/85. However, substituting domestic production for
imports is a one-off strategy; the marketing problem will become much more
acute in 1985/86, when all the additional production will have to find new
-markets, either domestically or externally. On the domestic market the
growth in total consumption of pigmeat in 1983/84 and in 1984/85 has been
facilitated by the increase in real household consumption which has taken
place in these years. The New Zealand Institute of Economic Research has
predicted that "although spending is now 1likely to 1level off in the
December and March quarters, and start moving downwards, real growth for
the 1984/85 year as a whole is estimated at 2.5 per cent. This follows an
estimated increase of 2.8 per cent in real private consumption last year,
1983/84. Underlying the prolonged surge in consumer spending is the
strength in almost all income components" (N.Z.I.E.R. 1984). The
prediction for 1985/86 is that real perscnal consumption will fall due to
the pronounced slowing of most components of household incomes. On the
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assumptions made in this study, disposable household income is projected to
increase by 7.5 per cent in current money terms, while consumer prices are
expected to increase by 13.5 per cent. The fall in disposable incomes on
the basis of these forecasts will be in excess of five per cent, largely
restoring the position which prevailed in 1982/83. However, because of the
effects of the Budget and the outcome of the wage round that has been
projected, the effects on real consumption are expected to be somewhat
smaller than the decline in real disposable household incomes, so that the
effects on consumer expenditure will not be quite as severe as the decline
in real disposable household incomes would imply.

The consequences of changes in real disposable household incomes on
total pigmeat consumption have not been identified. Horn (1981) has
estimated separate income elasticities for fresh and cured pigmeat, at 0.22
and 4.56 respectively (i.e. a one per cent change in incomes results in
0.22 per cent change in fresh pork consumption and 4.56 per cent change in
that of cured pork). As cured pigmeat accounts for the major part of the
total pigmeat market, these results would indicate a relatively high income
elasticity of demand for pork as a whole. Such an income elasticity, at a
period of rapid growth is real disposable household incomes, would have
accounted for a substantial part of the increase 1in pigmeat consumption
over the past two years. It would have interacted with the market
development programme that has been pursued during these years to generate
the substantial growth in total consumption that has occurred.

In these circumstances a significant fall in real disposable household
incomes would represent a serious setback to the further growth of the
domestic market for pigmeat. It would mean that instead of interacting
with promotion campaigns to expand the volume of consumption, the promotion
will have to overcome the consequences of falling real incomes if the
upward trend in consumption is to be sustained. This represents a serious
threat to stability on the domestic market over the coming years, until the
growth in real disposable incomes is resumed.

The major unknown in the marketing of pigmeat is the 1level of sales
that can be achieved in export outlets, and the net prices that can be
realised on these markets. As is set out in Chapter 6, the potential
exports markets are characterised by an intensive level of price
competition. If, however, these markets could be supplied at a return
which would be broadly commensurate with that earned on the domestic market
at the present time, then the prospects of any serious downturn in producer
prices can be avoided. On the other hand if the net returns earned on the
available export markets are significantly below those on the domestic
market, or if these markets can only absorb very limited quantities of New
Zealand pork, then the need for substantial supply adjustment will become
inevitable.

10.4 Process of Adjustment

Adjustment has been an almost continuous process in the pig industry.
At times of a strong level of demand - either at home or abroad - which has
facilitated growth of production, the adjustment process is one which is
beneficlal to producers and to the economy and 1s therefore generally
welcomed. At times of weak demand, when supplies are substantially in
excess of those which can be sold at the prevailing market price, the
adjustment process is a painful one for producers and steps are often taken
to mitigate the losses which this process involves.



116.

With the prospect of an output of 830,000 pigs in 1984-85 and, on the
basis of current trends, of 900,000 pigs in 1985-86, the need for a
reduction in the rate of growth will become unavoidable uniess markets can
be developed at a rate which would be optimistic in the prevailing
conditions. In the event of markets not being expanded sufficiently, the
adjustment will involve a substantial decline in the real price for pigs
(and possibly even in current prices). This would have the effect of:

{a) curtailing and possibly reversing the trends to higher output which
are at present generated by the profits being earned by efficient
large scale producers. A sharp drop in prices would have particularly
serious consequences for those with high output costs, both of feed
and of capital. Large scale borrowers are faced with much higher
interest rates than those which prevailed at the time of borrowing and
at the same time the prospect of reduced profit margins arising from
the fall in the price of pigmeat in real terms; and

{b) generating a decline in consumer prices for pork and thus a consequent
growth 1in consumption. This <c¢ould arise even with lower real
disposable incomes, if consumers are willing to substitute pigmeat for
other higher priced sources of protein in their diets. As the prices
of other types of meat are largely determined by external
developments, particularly exchange rate changes, the relative prices
of pork and those of other meats have moved in favour of pork which
may have led to some fall in the consumption of other meats. Lower
pigmeat prices in real terms have helped in the drive for larger
domestic sales and, given that the substitution of pigmeat for other
sources of protein is relatively widespread, the prospects for further
increasing total pigmeat consumption would be enhanced by any further
decline in the real prices of pigmeat.

Identifying and agreeing on the required level of adjustment and on
the most appropriate steps open to the industry is, however, 1likely to
prove exceedingly difficult. Producers have already been warned of the
dangers of overproduction, but the anticpated oversupply situation has not
yet materialised. Given the time lag in pig production between decisions
on the levels of outputs and their appearance on the market, the Pork
Industry Board will need to review the projected situation on the market at
least a year ahead at regular intervals and to strengthen their warnings if
the prospects of surplus production become stronger.

There are no satisfactory techniques for forecasting pigmeat supplies
for a period of at least 18 months up to two years, and the judgement of
those most directly involved will be of key importance. These medium term
issues should not, however, be subordinated to more immediate ones; in the
medium term it is the supply response which actually occurs that will,
determine the stability of the indusftry. A successful medium term policy
will avoid many of the short term problems that would otherwise arise.

10.5 Path of Future Development

The path of development for the pigmeat industry is dependent upon:

{(a) the success of the drive for remunerative markets, either at home or
overseas; or

(b) the consequences of lower pigmeat prices on production and consumption
levels. Lower prices would, of course, also facilitate the
development of export opportunities, particularly on markets where
competition has not been distorted by the incidence of subsidies.
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For many producers in New Zealand, the present efforts by the Pork
Industry Board to develop remunerative export markets are of vital
importance to the viability of their pig enterprise. Investment in the
exploration of potential markets is justified in these circumstances, even
though there is no certainty of success. The alternative route to market
balance will lie through adjustments in both production and domestic
consumption; this could take the form of a severe short term process
involving serious financial losses even to those efficient producers who
have heavy repayment commitments. A more steady adjustment over a longer
period would give greater opportunities to smooth this process, but should
still result in a similar outcome in the level of production. While this
latter path would be less damaging than one involving severe short-term
changes, it is important that producers receive, understand and act upon
the signals from the market place and do not delay unpleasant decisions
which, of necessity, involve judgements on uncertain issues. It is not in
the interest of producers that they be shielded from the need for
adjustment that is bound to occur unless successful export markets can be
developed.

It is not possible to forecast the outcome of current changes in the
situation in 1985/86 and beyond. The opportunities for import substitution
in 1984/85 give the opportunity for a smoother adjustment than would
otherwise be the case; it also will help to sustain prices but this may be
interpreted by producers as indicating realistic opportunities for further
expansion. Producers may also delay decisions on any downward adjustment
in the production levels until the prospects for a significant 1level of
exports are fully explored. In the present climate of uncertainty about
these prospects, it may well turn out that such a delay is justified.
Unfortunately the consequences which are 1likely to follow if export
prospects turn out to be poor could be serious. The recent experience of
the United Kingdom industry, whose production efficiency would appear to
have been better in 1983 than that currently being achieved in New Zealand
and which has access to a large domestic market, provides a clear example
of the financial problems that a dynamic, efficient, well-structured pig
industry can face.

In the event of a serious recession in the industry, it 1s possible
that the current government policy of no direct intervention would be
modified. In the light of the general policy position an intervention in
the market that currently prevails and the problems which such
interventions have created in comparable industries {e.g. poultry) it would
seem to be unwise to look to official intervention to resolve the financial
problems that producers would face in the event of serious market
imbalance. Any official action is unlikely to save many producers from
severe financial hardship in this situation, and would not save the
industry from the need to adjust, although it could smooth and alter the
path of such adjustment.

10.6 Recommendations

The recommendations proposed in the following paragraph reflects
concern with two issues:

(a) those relating to the strategies for the further development of the
New Zealand pigmeat industry; and

(b) those relating to a better understand of the economics of the industry
at production, processing and marketing levels.
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As the Pork Industry Board is the national authority with
responsibility for promoting and organising the orderly development of an
efficient pork producing industry in New Zealand, the recommendations for
development strategies are basically their concern, and that of the
producers who elect the majority of the Board members. The recommendations
for further research into the major segments of the industry would also be
of concern to the Board, but of relevance to wider interests as well.

The recommendations relating to future strategies for the development
of the industry are that:

1. the prospects for the disposal of 900,000 pigs in 1985/86 be given
urgent consideration, to cover both the 1likely 1level of domestic
consumption with an intensive marketing programme and the prospects
for a significant level of exports;

2. in the event of the examination of marketing prospects in 1985/86
showing that there is likely to be a serious overproduction of pigs in
that year, whatever steps are available to the Pork Industry Board to
reduce the growth in output should be implemented. In addition to
more sustained warnings of the financial consequences of over
production, the Board should have discussions with organisations
providing capital for new pig production, and institute discussions on
some form of incentive to producers to cease production (even though
it is unlikely that such incentives could be provided on any wide
scale); and

3. producers who are currently earning poor margins from their pig
enterprises should consider the consequences of a further decline in
their profit margins and assess the benefits of withdrawing from
production while prices for breeding stock are still reasonably
buoyant.

The recommendations on further research are:

T. the margins in different systems and levels of production should be
established, giving results for the average of all farms in each group
and details of the best and worst groups within each of these. The
possibility of undertaking this from the information already available
in the Survey of Pig Farming carried out by the Department of
Statistics should be discussed, on the basis of authorisation from the
producers participating in that survey to have the details of their
returns being made available for further analysis;

2. a detailed study be made of the current economic performance of the
processing industry following agreement on this with the New Zealand
Curers Society. This study would have the objective of assessing the
opportunities for improving efficiency in this industry and of
increasing the consumption of processed pigmeat;

3. an econometric analysis be undertaken of the importance of the major
factors which determine the level of pigmeat consumption. Attention
should be focused on pigmeat prices, changes in real income of
consumers, prices of competing products and the level and character of
market promotion expenditure;
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4. a study of the optimum 1location of production and processing in
relation to market demand be undertaken; this should take account in
particular of the current costs of transport of pigs and pigmeat and
the opportunities for reducing these costs; and

5. a standard format for pig farm accounts be agreed and adopted, using
consistent methods of determining depreciation charges, interest
charges on borrowed or own capital as appropriate, stock valuation
procedures and labour charges. The object of these accounts should be
to provide managment information, including relevant comparisons with
accounts of other producers, rather than to determine tax liabilities.
The accounts should, as far as possible, give physical data on
production and input usage.
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Distribution of Pig Producers Included in the Survey

APPENDIX TABLE A1

(Number of Respondents)

|

Large Medium Total
System of Production Age Group North South North South North South North South All Farms
Island Island Island Island Island Island Island Island
Farrow to Finish Under 35 29 14 1 1 3 3 33 18
35-45 24 13 10 6 10 5 44 24
Over 45 23 8 5 3 6 5 34 16
Total 76 35 16 10 19 13 111 58 169
Weaner Under 35 - 3 2 3 8 4 13
35-45 4 - - 2 5 5 9 7
Over 45 2 2 2 1 5 6 9 9
Total 6 5 3 5 13 19 22 29 51
Finishing Under 35 3 1 - - - 1 3 2
35-45 3 7 - - - 3 3 10
Over 45 3 - - - 1 1 4 1
Total 9 8 - - 1 5 10 13 23
TOTAL 91 48 19 15 33 37 143 100 243

Source: Postal Enquiry of Pig Producers/Appendix 2.
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APPENDIX TABLE A2

Attendance at Tertiary Educational Institutions
(Number of Respondents)

None Lincoln or Massey Course Technical Trade Flock House Other
Massey on Pig Production Correspondence Certificate Telford Tertiary

{a) By System of Production

Farrow to Finish 80 20 24 6 3 18
Weaner 31 6 4 3 - 1 2
Finish 12 5 3 2 - 1 1
(b) By Size of Unit
Large 62 23 23 6 1 3 13
Medium 20 3 5 1 - 1 -
Small 41 5 3 4 2 1 8
(c) By Location
North Island 70 18 20 9 3 2 16
South Island 53 ‘ 13 11 2 - 3 5
Total 123 31 31 11 3 5 21

Source: Postal Enquiry of Pig Producers/Appendix 2.
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APPENDIX TABLE A3

Highest Education Level Attained
(Number of Respondents)

Primary Secondary School Sixth Form University Seventh
Intermediate School Certificate Certificate Entrance Form

(a) By System of Production

Farrow to Finish 14 64 33 21 21 17
Weaner 2 22 13 3 13 5
Finishing 2 5 9 2 2 2

Total 18 91 55 26 36 24

(b) By Size of Unit

Large 8 50 32 18 21 14
Medium 8 10 7 1 6 4
Small 2 31 16 9 6

{c) By Location

North Island 10 51 30 18 22 14
South Island 8. 40 25 8 14 10

Source: Postal Enquiry of Pig Producers/Appendix 2.
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APPENDIX TABLE A4

Average Area per Farm (hectares)

Size of Unit
Large Medium Small Total
System of Production North South North South North South North South
Island Island Island Island Island Island Island Island

Farrow to Finish 55.3 61.3 30.9 104.7 ' 40.9 36.8 49.8 63.8
Weaning 18.5 155.4 18.3 43.4 18.5 78.5 18.4 83.0
Finishing 47.6 186.9 - - 10.0 103.0 43.8 154.6
Source: Postal Enquiry of Pig Producers/Appendix 2.
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APPENDIX 2

DETAILS OF POSTAL ENQUIRY TO PIG PRODUCERS

A questionnaire (set out in the following pages) was sent to 612 pig
producers in October 1984. These producers are a stratified random sample
of all those registered with the Pork Industry Board. Under the terms of
the Pork Industry Board Act 1982, each pork producer is entitled to
exercise the following number of votes:

Pigs in possession at Number of Votes
31 January

1-100 1
101-500 ] 2
Over 500 3

It was decided that the questionnaire be sent to all those entitled to
exercise three votes, to one half of those entitled to exercise two votes
and to one fifth of those with one vote (with the two vote and one vote
producers chosen at random from the register maintained by the Pork
Industry Board). The number of questionnaires sent out were distributed as
follows:

Producers with 1 vote 189
Producers with 2 votes 190
Producers with 3 votes 233

Total 612

Replies were received during the period November 1984 to January 1985.
In order to expedite the analysis of the results, replies received after
Friday, 6 January 1985 were excluded. A total of 37 replies were excluded
from the results due to:

(a) cessation of pig production;

(b) lateness of arrival of replies; or

(c) insufficient data in the reply to warrant its inclusion.

The distribution of the 243 replies used in this report, according to

the system of production, age, size of wunit and 1location 1is given in
- Appendix Table A1.
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SURVEY OF PIG FARMERS' POLICIES AND OPINIONS 131

LINCOLN COLLEGE OCTOBER-DECEMBER 1984

OFFICE
USE ONLY

—————

1 Background to Pig Enterprise - complete panel A, B or C as applicable to
your unit.

A Weaner Production Unit Only
Average No. of sows and mated gilts normally kept for breeding
(exclude unmated gilts)
Average No. of litters per sow per year (if known)
Average No. of weaners reared per litter (if known)

Average No. of weaners sold per year (1983 calendar and
financial)

IRl

Maximum weaner production capacity

B Farrow to Finish Unit - (may also include purchase or sale of
weaners).

Average No. of sows and mated gilts normally kept
Average No. of litters per sow per year (if known)
Average No. of weaners reared (if known)

Average No. of weaners sold (if applicable)
Average No. of weaners purchased (if applicable)
Average No. of pigs finished per year

" Maximum grower capacity

C Finishing Production Unit

No. of weaners purchased
No. of finished pigs sold

Ul poouon

Maximum grower capacity

2 Source and Cost of Inputs

A 'hat are the main feeds used in your pig unit? (Insert nos in order of
importance)

i

Home mixed meals and compounds (1) [:::]
burchased meals (2) 1
Whey (3) L1
Garbage (4) L1
Other - please specify (5) 1

B If you mix your own feed: -
(a) wheredo you get' the cereal ingrediént? (in order of volume used)
- OrOw your own (1)
~ buy directly from other farmers (2)

]
]
- buy from merchants (3 - 1
L1

-~ other - please specify (4)

............
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(b) How many months supply do you store?

- on the farm

L

~ off the farm

(¢) What is the composition of your pig ration (% of total ration)

Other

Sow Weaner Grower

Ration Ration Ration

Barley f | | 1 | |

Maize I 1 1

Meat and bone meal ] | | | [ [

Dried blood l | L1 L1

Fish meal | | L ] L f

Vegetable compound ] L L1

Dairy by products | | l 1 ! |
L | l |

i

TOTAL l ] ] L1

C What is your food conversion efficiency in terms of total feed used in
relation to total pigmeat sold? (if known)

D Do you have any plans to change your system of purchasing
or using feed? (put no. in box)

Yes (1 [::::I
No (2) ‘
I1f yes please specify ...... .

...........................................

.........................................................................

E What steps do you think you could take to reduce your pig feed
costs?

............................................

Pig Purchase Policy

A If you run a sow unit, what 1s your policy on (/in box)

(a) Sow replacements

i
- breed your own (1) {
- buy in ' (2) |
- breed and buy (3) i ]
(b) Boar replacement
- purchase McMeekan tested boars (@D f
- on farm tested boar (2) i
-~ untested boars (3 |
(c) Breed of boar used
- large white (L) f }
- landrace (2) i !
- duroc (3 ]
1
- other -~ specify . (4)

........
................................................
..........

—

QFFICE
USE ONLY

D

i
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B If you run a fattening unit, what is your policy for buying weaners?
If you use more than one system, please give the answer in order of
importance. (Put nos in boxes in order of importance)

ON contract from other farms?

- written () |

- unwritten (2) L
from an agent or dealer (3) |
from sale yafd (4) [::::]

no system followed (5)
C At what weight do you buy weaners? ]

D How is the price actiually decided? Please describe system followed

..........................................................................

..........................................................................

Pig Sales Policy

A If you produce weaners for sale, how do you sell them? (Put no. in boxes in
order of importance) :

- on contract to other farmers (1)

- through agent or dealer (2) |

- through a saleyard 3) 1 \
through other outlets - please specify (4) !
At what weights do you sell? | 1 ke

How is the price, you receive actually decided? Please describe system

..........................................................................

D I I I I L I I R I I R R A I I I A I B A T I

B If you are selling finished pigs, through what outlet do you sell? If
you sell through more than one channel, please indicate order of
importance.

direct to butcher

- on contract (@8] [ i
- not on contract (2) { i

direct to processor
- on contract (3) !
- not on contract (4) ]

through a saleyard (5) { ]

through an agent or dealer(§) ]

other - please specify 7)

..........................................................................

s

Do you get any premium over and above schedule prices for your sales

arrangements? (Put no. in box) .
Yes (1) i

No (2)

OFTICE
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A If the present level of profitability in pig production is maintained inthe |

future, what would you plan to do about your pig enterprise? (Put no. in box)

expand rapidly (L)

|

expand slowly (2)
maintain present output (3)
reduce output (4)
give up pig production (5)

B What could you do to increase your present level of profitability from
pig production? (Put no. in boxes in order of importance)
increase feed efficiency in your pig unit (1)

expand total pig output (2)

reduce costs of feed through more efficient buying (3)
other - please specify (4)

.........................................................

6 General Pig Industry Development

A How successful do you think the Board's Trim Pork campaign has been -
(Put no. in box)
(a) wvery successful (1)

|

(b) reasonably successful (2)
(c) just adequate (3)
(d) not successful (4)

B Have you seen the current promotion for the Quality Bacon campaign?

(Put no. in box)
Yes (L i ;

No (2)

C Do you think the Board should increase its efforts in promoting sales
of pigmeat? (Put no. in box)

t
Yes (L [ :
Yo o (2) :
D In what other way do you think that the Pork Industry Board could improve |
incomes of pig producers - please specify

E Your idea of the most effective expansion incentive

To achieve the greatest in farm production which ONE of the
following would you say would be the most effective incentive? If

your incentive is not included below please enter it on the line provided
and leave the box empty. (Please read through the entire list before
‘deciding). (Put ao. ip box).
Reduction in Income (1) :
Recuiction in death duties (2) —
A subsidy to reduce cost of transport (3)
A system of minimum prices for pigs (4)
A significant reduction in the internal inflation rate (3)
An increase in availability of farm credit (6)

A reduction in the cost of farm credit (7)

More intensive research into the on-farm problems encountered by farmers (8)

Less Government involvement in farming including a reduction in subsidies

and grants (9)
Increased extension facilities (10)

Other - please specify .......cccceevionnnes e eeeaveevaresereneenaes -



7 Capital Structure and Investment

A VWhen you borrow there are three main factors:

The interest rate (1)
The amount available for borrowing (2)
The length of time you have use of the funds (3)

To you as a borrower which factor is the MOST important?
(Put No. in box)

To you as a borrower which factor is the LEAST important:
{Put No. in box)

135.

B According to your latest Balance Sheet and/or your own estimates please

enter the values of your assets as at 30 June 1984,

farmland S
other farm assets st
off-farm assets S

C Would you please indicate how much finance you will be seeking in the

1984/85 season?

Medium term finance (3-10 years)

Long term finance (over 10 years) . $

e
. '

—— e e

D For what purpose do you intend to use these funds (Put no. of three in

order of importance)

To purchase new or additional land (1)
To finance farm buildings (2)
To purchase plant and machinery (3)
To refinance existing loans (4)
For personal loans ' (5)

8 Farmer Opinion

~

How do you feel about their FUTURE MARKET PROSPECTS in the short term
(next year) medium term (l-3 years) and long term (3-10 years)?
Optimistic (1)

Reasonably satisfied (2)

Pessimistic (3)

(Put No. in box in order of your opinion of market prospects)

Short Med _Long
Pig production i i

Feed grain supply

Protein supply i

SO I SV I N i

By product supply i

L
—

L
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Your Farm Output

1f you were asked what in your opinion are THE THREE MOST IMPORTANT FACTORS
limiting an expansion of output on your farm which 3 would you nominate?
If you have a factor not listed below please enter it on the line provided
and leave a box empty. (Put No. in boxes in order of importance).

Please read through the entire list prior to deciding.

Finance - its availability (1)

Finance - its cast (2)

UL

Income tax levels (3)
Death duty levels (4)
Availability of trained labour (5)

‘Cost of trained labour (&)
Cost of providing housing for additional iabour (7)

Cost of additional farm inputs (8)

Instability of prices (9)

The size of your farm (10)

Your age and state of health (11)

Industrial umrest in the industries servicing farming (eg freezing works) (12)
Inadequate profits for expanded output (13}

Availability and/or cost of transport of inputs and output (14}

High cost of farm machinery (i5)

Disappointing performances of wvour animals (16}

Other - please specify .....ccivvrincorensancn bt esta i necs S eaaasereen e,

A Do you prepare a farm budget for each financial wyear? (Put no. in box)

| —
Yes (1) L

No (2)

Provincial Land District

"Your farm is in ov o«

(Put No. in box)
North Island (1) . [ ]
South Island {(2)

Farm Area

In hectares, the area of your farm totals:

(One hectare = approx. 2.5 acres) i
Parsonal

Now I would like to know a faw details about the person answering this
questionnaire -

A Age (in years) ) [::

B Sex: Male (1) Female (2} {Put no. in box) { i
C Eduation - Highest level obtained (Put no. in box)
Primaty/Intermediate (1} i i
Secondary School (2)
Schaol Certificate . (3) e e

Sixth Form Certificate (4)
University Entrance (3)

Seventh Form £6)

USZ ONL

e




1.

()
|

OFFICE

_ D Have you attended a course/courses with any of the following Teritary Usa ONLY
j [nstitucions? (Put no. in box) o

‘i{' Yes (1)
| No (2)

~
S
=
o
[e]
-

—r

. Lincoln College or Massey University {General)

E Massey University Short Course on Pig Production
; Technical Cprrespondence Course

Trades Certificate in Farming

Course at Flock House or Telford

L

Other Teritary - please specify

You have now completed the questionnaire. Place it in the addressed envelope and
post it (no stamp is required). We will then be able to process your answers along
with the others to get the overall situation especially for the coming season. Your
answers remain confidential to me.

Thank you for your co-operation.

E A Attwood
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