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Risk congderations and Southland farmers

S.F.PITTAWAY,

Abstract

Readts from a recat suvey sugget thet South
land farmers perceive their farm businesses as
being risky, and that this rik hes increesed dgnifi-
cantly over the past decade. More importantly,
they percave tha ther ability to contral these risk
fectors is limited. It may be agued thad a number
of potetid rik andioration drategies will nat be
considered by the mgjority of farmers as these
draeges coflic with some importat  non-eco-
nomic faming gods As a realdt, ay pdicy intia
tive which is desgned to reduce or limit the risks
faoad by fames shoud be bessd on a sound unde-
danding of the likdy reedions of those fames
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Introduction

The New Zedand agriculturd indusry has experienced
sgnificant  structurd  changes snce the dection of the
Labour Government in 1984. Prior to this, through the
provison of such supports as concessonay  develop-
ment finance and suspensory loans, and a number of
Producer Board income smoothing schemes, farmers
were encouraged to limit the mix of enterprisss used in
the faming system. With such a high level of support
avaladble to famers, atempts toreduce their overdl risk
via enterprise diverdfication were not regarded as being
very  important.

Since 1984. Government policy initiatives have
dtempted to hift the responshility for risk ameliora
tion away from centrd Government. and onto the indi-
vidud famer. Responshility for adverse events such as
cyclones and droughts will not in future be accepted by
centrd  Government to the extent that they were in the
pas. This change in Government policy has largdy been
motivated in an atempt to avoid the fiscd costs such
policies have imposedon taxpayes Some evidence that
the advantages of public asssance becomes imputed
into the vaue of the fam asst may have dso contrib-
uted to the change in officid atitude

Thus, Government policy snce 1984 has encour-
aed fames to become more sdf reiant, to be more
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aware of the potentid risks which they face and to take
more responsihility for deding with that risk. These
changes resulted in two diginct pressures for famers.

Fird, the farmer has been encouraged to respond to
the increase in busness rik by changing and enlarging
the mix of enterprises used in the farming system.
Commodity prices ae no longer supported or guaran-
teed, and enterprise retuns have become directly ex-
posed to variables such asworld price levelsand a
floating exchange rate. Diversification by sheep and
cropping famers has been largey into reldivdy estab-
lished assets such as dairying, and t0 a lesser extent into
“new” enterprisss such as deer and new aable crops.

Second, the famer was forced to acoept increased
financid risk a concessonary finance was no  longer
avdlable As debt servicing commitments increesed, 0
too did the voldility of fam incomes and with them, the
rik of defallt.

And yet it appears that little was known about New
Zealand farmers’ risk perceptions. Policies and pro-
granmes that would inevitably impact considerably on
the fam busness enironment were being conddered
by Government without any empiricd evidence to sug-
gest the likely response of famers to such initiaives.

The dudy on which this paper is based was com-
pleted for the Rural Policy Unit of the Ministry of
Agriculture and Fisheries in 1991, and was intended, in
pat, to identify firgly the perceved sources of risk, and
secondly the likdy reactions to those risks.

Three different geographicd aress were  dected  for
the survey, reflecting the regiond and faming systems
differences in New Zealand. Canterbury represented
mixed cropping fames Wakao represented  dairying
and Southland was chosen becaue of its naure & a
diginct geographicd area with relativdy  standard  live-
dock faming sysems.

Reevant  theory

The literature on the subject of farming risk is both
diverse and substantial. “Risk” is commonly panti-
tioned into two Separate components, business risk and
financialrisk. Busness risk is usudly represented by the
coeffident of vaiaion of net operating income before
the deduction of financid expenses, while financid risk
is defined as the additiond varigbility of net cash flows




that results from debt financing. For the purposes of this
paper, the above definitions will be used.

Also of interest is the concept of risk baancing, as
advanced by Gabriel &Baker (1980). They suggest that
policies which are promulgated to reduce either busi-
ness or financid risk will be countered by an equa but
opposite reaction by the farmer. until the total risk faced
by the individual again reaches some equilibrium risk
level. That level is dependent on that individua's pref-
erence for risk.

This hypothesised reaction is based on the premise
that every individual exhibits a personad degree of totd
risk aversion. Total risk can be defined as the product of
business risk (i.e., the risks associated with particular
business enterprises) and financial risk (i.e., the added
rik associated with the debt financing of the enterprise).
The individua focus is on total risk, and any reduction
in one of its components will be offset by an increase in
the other.

The survey

The survey was applied to 24 livestock farmers in
Southland and 24 arable farmers in Central Canterbury
during February 1990. A slightly modified survey in-
drument was aso given to 32 Wakato dary famers in
July 1990. It is important to emphasise that the selection
of the farmer respondents was not made on a random
basis, but rather was intended to provide a sample of
farmers that conformed to predetermined and objec-
tively assessed selection criteria. As a result, the find-
ings of the survey and any conclusions drawn from their
analysis are not expected to be representative of the
entire population. The following discussion should be
viewed with that limitation in mind.

The selection of farmers was made by experienced
agriculturalists in each region in an atempt to cover dl
of the relevant combinations of three separate criteria.
Fig, the farmers were divided according to the stage of
the business life cycle with the categories of new en-
trants, developing farmers and mature or consolidating
farmers. The second criterion was farmer ability with
the four possible categories being well above average,
above average, average and below average. Third. the
group of respondents was separated with reference to
their apparent attitudes towards farm risk. This dimen-
sion is obviously themost difficult to accurately identify
on an ex ante basis due both to the problems of defining
rik aversty and then subjectively assessing each of the
farmers' attitudes towards risk. Nevertheless, an at-
tempt has been made to describe each respondent as
being either arisk seeker, risk neutral or risk averse, with
the decison based mainly on the intensity of the farming
system adopted and the level of debt funds used to
finance the business.
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Responses were sought relating to the farmers'
perceptions of past and future business risks (classified
as climatic, technological, managerial, and marketing)
and financial risks. and to the strategies that they had
followed in the past and believed that they would follow
in the future to control those risk sources.

The results of the survey were analysed initidly to
obtain the mean responses for each question in each
region. The responses were also used as input for mul-
tiple discriminant analysis, in an atempt to identify the
differences between the regions.

Results

Southland ~ farmer  characterigtics
The following characteristics appear to exemplify the

attitudes and behaviour of Southland farmers:

* The survey finding of most consequence sug-
gests that the nature of farm asset ownership
remains of paramount importance to the South-
land farmer, to the exclusion of virtually all
other apparently beneficial alternatives. Free-
hold and individual land ownership appears to
be the primary objective of the majority of
farmers. and their acceptance of various strate-
gies which are designed to ameliorate financial
risk may be limited by this factor. All respon-
dents consider the level of debt to be very
important to decision making, and on average
the existing level of debt was higher than that
which is considered manageable. But if given
the opportunity to replace debt with outside
equity, either in return greater profitability or
lower income variability. only a small number
would do so. Further, one haf of the Southland
respondents would definitely not replace debt
with outside equity even if they could repur-
chase the equity share a a price they considered
far, and only 2% of the surveyed farmers would
consider this option if therepurchsseprice of the
equity share was set a market levels. Thus, the
opportunities for reducing financial risk  afforded
by alterations to the existing farm ownership
structure appear to be restricted by farmer atti-
tudes.

' Approximately one half of the Southland re-
spondents had either purchased land additional
to ther first fam, ggnificantly diversified ther
enterprise mix or completed a land development
programme during the past 20 years. However,
when given the benefit of hindsight only about
50% of those who did diversify would do so
again, and under half would now consider land



development. Reasons given for the lack of en-
thusiasm over diversification include the desire
for specialisation and simplification of manage-
ment, the limited number of viable options
available, and workload considerations. That
nearly 75% of those who purchased additional
land would do the same thing again today may
indicate that farm expansion is considered to be
a better response to increasing risk levels than
the other two alternatives.
The only perceived climatic risk was rainfall,
but this was not strongly supported as a contrib-
uting risk factor. Strategies favoured in combat-
ting climatic risk include shelter planting, hay
storage, drainage and winterfeed crops, none of
which were rated as being very important.

* Technology based strategies aimed at control-
ling production risk found favour. For example,
soil tests, performance based stock selection and
management systems, and maintenance fertil-
iser were the common choices.

* Managerially oriented strategies included asset
insurance (strongly favoured), with moderate
favour being expressed for enterprise intensifi-
cation, off-farm investment, the use of informa-
tion (pasture production, liveweights, cash flow
monitoring), the use of farm advisors and dis-
cussion groups. and the use of cooperatives.

* Marketing strategies (moderately supported)

included product specification  standards, ~ flex-
ible selling dates, the use of cooperatives. and
pooling mechanisms.
Overall, the survey results suggest that the atti-
tude of Southland farmers towards potential risk
reducing strategies is strongly influenced by
their attitude to land ownership. The farmers
indicate that the strategies which aremost likely
to be accepted revolve around either improving
or expanding their existing farm enterprise sys-
tems.

Discriminant analyss results

The second part of the research on which this paper is
based was to observe the differences between farmers in
the three different geographical regions. The objective
was to observe the differences between the groups and

was not to attempt to speculate on the reasons for the
differences.

The study showed that farmers’ perceptions of the
sources of risk differed when grouped on a regional
farming system basis. Group differences related not
only to industry specific variables, but also to some
widely held predictors of risk such as the debt ratio.

Southland farmers do differ in their perceptions of
from their counterparts in both Canterbury and Waikato
in the following ways:

' Southland farmers are more insistent that they
have individual and freehold ownership of the
farm assets. They also place more emphasis on
other noneconomic, family based goals. They
are therefore less likely to accept some potential
risk reducing strategies such as alternative asset
ownership  structures.

Southland farmers are less interested in diversi-
fying their existing enterprisemix. This is due to
the perceived lack of viable alternatives, or
because they feel they lack the necessary exper-
tise to succeed with any alternative enterprise.

Conclusion

Two major points can be derived from the analysis that
was undertaken, and these points should be considered
both by those responsible for agricultural policy devel-
opment, and by those dealing with Southland fanners on
an individual basis.

First, in addition to their very strong empathy for the
ownership of land, Southland farmers value knowledge
very highly. Their responses to perceived risks almost
entirely revolve around mastering the latest technologi-
cal advances. This strength is one worthy of focus by
those especially responsible for extension programmes.

Second, policy makers must be aware that different
groups of farmers not only perceive there being different
risks to be considered, but also offer different responses
to those risks. The natural corollary to this finding is that
policy orientation should be regionally, or farming
system based if the desired response is to be achieved.

In summary, it appears that the best advice that can
be given to Southland farmers (at least in terms of their
own perceptions), is to expand their farming operations
and to get better at what they are doing via the introduc-
tion of the latest technologies. These may be the only
risk reducing options that will be considered positively.
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