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Purpose

“Know the past
if you would divine the future”
— Confucius

As many leading authorities highlight, views forged
from the past continue to have a powerful influence
on the industry’s choices today

So it is important to understand those foundations.



Roots

The New Zealand dairy industry is deeply rooted in New Zealand’s
social and political history. In the 1890s, dairying was vigorously
promoted by the NZ Government to attract relatively poor and

unskilled workers from the UK to immigrate and settle in NZ
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R O OtS (cont’d)

“Early dairy farmers all had the same ambition to
achieve a decent life for their families. They all
came from much the same class in Britain. All
shared the same hatred of the worst features of
English class society.”

David Yerex, “Empire of the Dairy Farmers”




R O OtS (cont’d)

As historian Gordon MclLaughlan explains:

“Most of the small farms had been carved out of much larger blocks of land, so
that there were, around the country, many areas where dozens of small farms
stood cheek by jowl. Each dairy farmer was likely to have two or three other
diary farms on his boundary...

These dairy farmers were all in the same boat. They were all poor, they all had
the same simple ambition to achieve a decent life for their families, they all
came from much the same class in Britain, and all share the same hatred of the
worst features of English society...

Because their farms were small, the distance between them was not great; the
community sprit was strong and they saw a good deal of one another....

So, isolated as they were....they had learned, of necessity, to work together on
their farms and they had experience the need to pull together”



“White gold” dreams

Like gold prospectors of the era, dairy farmers shared a dream that milk
production would deliver independence and prosperity




“White gold” dreams o

Dairy farmers’ dreams were best summed up by William Bowron, the
Government’s Chief Dairy Expert, in his report to Parliament in 1894




“White gold” dreams o

“The untold enduring wealth of NZ lies upon the surface and the cow is
the first factor in the way of securing it........”




“White gold” dreams ot

“We have only to make the prime article in butter and cheese, then no
power on earth can stay the flow of white gold in this direction®
William Bowron — ‘Chief Dairy Expert’ for the Government, 1894




“White gold” dreams ot

The industry’s strategy was based on the simple idea that “no
industry involved in the production of food would ever fail in a
hungry world” - Arthur Ward

Our dairy farmers’ modern era strategies have strong parallels.
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“White gold” dreams ot

The “white gold” dream of those early days endured for 125 years, underpinning
the creation of Fonterra in 2001 and the massive growth in milk production since:

 Waikato Times, 11 October 1997:
“As Waikato's white gold builds to a record flush, milk tankers work around the
clock to collect it from over 6000 farmers.....”

* The Press, 14 October 2000:
“The great silver trucks glide up and down Ashburton's West Street, and then
spread out to the plains of Mid Canterbury to fill their bellies with white gold”.

* NZ Dairy Board, 6 April 2001
“Milksolids are the white gold left for export processing...and the Dairy Board
sells it all” - Neville Martin

« Southland Times 21 June 2001
White gold flows on down in Southland dairy sheds

 NZ Herald, 14 August 2014:
“Arecent trip through the "white gold fields" of the South Island has proven a
real eye opener for Wanganui farming commentator David Cotton”.
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Government role

« The dairy industry was established by the Government with those settlers,
and successive governments have remained strongly involved in shaping
the industry’s future.

« Early government measures included:

— Direct financial assistance

— Regulations on processing and standards

— Legislation to help set up cooperatives

— On-farm advice on how to operate a dairy farm and factory

— Powers to enable the industry to designate milk collection zones to
eliminate competition between processors at the farm gate.

— Strong restrictions on the supply of non-dairy alternatives like
margarine
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Government role oo

« Government’s ‘Dairy Experts’ strongly promoted the
formation of cooperatives. As Arthur Ward notes:

“The Government with its own expert dairy
advisers had contributed greatly to the
cooperative movement” (page 13 of Ward’s text)

« Competition between dairy factories was viewed as
“pernicious” (to quote Mr Cuddie, Dairy Commissioner
in 1914 — in photo left)

Mr Cuddie
As Tony Nightingale notes (industry historian and former Dairy Commissioner, 1914

head of Ministry of Agriculture and Fisheries):

The Dairy Industry Act 1892 established an unprecedented degree of government
involvement in the industry. All cheese and butter for export to the UK had to be
branded so its factory origin could be traced. The dairy instructors became
inspectors and were given the task of tracing sources of unhygienic butter and
cheese...The 1898 Dairy Industry Act largely completed state regulation of the
industry. Under it the Government could provide cheap finance to set up dairy
factories.

13



Government role oo

Tony Nightingale also notes:

» “The major problem was suspicion and competition between factory owners
and dairy farmers. Factories were largely operated by private companies;
farmer mistrust and price competition in pursuit of an increased share of
milk supply led to bankruptcies and a lack of confidence in new ventures”.

» “The Government’s Diary Division strongly advocated the cooperative
system to provide a framework within which producers and processors could
settle their differences. The Government ‘Diary Experts’ believed that the
cooperative system would not only help to solve the industry's organisational
problems but also enhance the quality of production”.
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Proprietary processors’ role

Proprietary diary processors were, in fact, pivotal in the formation of the industry:

» "While admitting the force of the cooperative movement..., one should not
forget that the industry owes much to the enterprise of the factory proprietors.
When so-called cooperation had started the factory system and brought it to a
standstill through bad management, it was the 'syndicator’ who stepped in,
bought up the discredited factories and built new ones, offered the public a fair
price for their milk and put the industry on a sound financial basis.” - 1897 report
of the Department of Agriculture

* "One can scarcely overestimate the courage with which those early proprietors
staked their scanty capital against a very doubtful return, well aware of the risk
involved. They contracted for supply at so much a gallon of milk and it was
necessary to make their offer before the season commenced. If the market
prices turned out lower than anticipated, the proprietor often lost money. If, on
the other hand, the rate paid to the suppliers gave him a more favourable return
than he had hoped for, he was classed as a profiteer and thereby incurred the

displeasure of his clients. Surely an unenviable position." H G Philpott (at page
102 of his text)
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Proprietary processors’ role (oo

The risks taken and services provided by proprietary diary processors were
unfairly distrusted and under-valued by dairy farmers and, as Arthur \Ward
points out —

“The risks taken by the earlier proprietary processors and their courage in

supporting the industry in periods of at least doubtful future potential were
steadily forgotten” (at page 11 of Ward’s text)
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Farmers’ attitudes

Industry historian and former leader, Arthur Ward, explains that:

« "The diary farmer was cautious of outside help from authorities or commercial
interests. He was suspicious, frequently unnecessarily and ungenerously so, of
approaches from or commitments to those interests”.

» “He was slow to make business friends other than those with whom he had
worked or of whose integrity he could be sure. He developed a suspicious of
city and urban interests as not being allied to his own, and believed they were
seeking more than a fair share of his hard-won livelihood. Consequently he
sought through his cooperatives and district associations to secure as much of
the selling price of his produce as was possible”.

* “He needed this for his own meagre leaving and for his farm development. His
wife and family in most cases not only shared the rigours and shortcomings of
his pioneer home, but also had been active amid the harsh realities and
roughness of the milking shed. They, and he, were entitled to all that could be
successfully fought for in the sale of his produce and he was determined that
they should get it”.
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Farmer attitudes oo

David Yerex elaborates:

» “The faith of dairy farmers in the cooperative systems was fuelled by several of
the leaders rising from the ranks of the former small farmers. Among them
memories were still strong of the way industrialists in Britain had exploited the
lower classes. The factories, in a small way, represented "industry"; they were
essential to the dairy farmers but they did not have to fall into the hands of the
‘industrialists™

» The suspicion of ‘outside’ interests included virtually everyone beyond the farm
gate: “processors, quality controllers, wholesalers, distributors, merchants,
advertising agents, bureaucrats, retailers, financiers and tax gatherers”.

Clive Lind contrasts co-operatives and proprietary processors:

* “New Zealand exporters were dealing with experienced and sophisticated UK
buyers. Well-organised proprietary dairy companies were usually run by
professional managers with commercial links and knowledge.

» The cooperative dairy factories, on the other hand, had only local selling skills.

Their knowledge and expertise on export markets were extremely limited”. s



Farmer attitudes oo

Gordon McLaughlan highlights a contradiction that:

« “At the very time he [the dairy farmer] was building the cooperatives he was
campaigning with simple fervour for the freeholding of lease-in-perpetuity
land. His dripping sweat had made it grass-green. It was his, not God’s nor
any other mans”.

Clive Lind also notes that co-operatives relied heavily on non-supplier capital:

« “Building early cooperative factories relied on wealthy people in the district
buying ‘dry’ shares, supplementing the ‘wet’ shares issued to suppliers, but
their was no guarantee of dividends and many such arrangements became
virtually interest-free loans” (Lind, chapter 1, loc 206).

Clive Lind further notes that:

» Co-operatives’ exporting representatives “knew deep down that they were not
able to market as effectively as they would like” as they did not have the close
connection to importers that proprietary companies had.
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Farmer attitudes oo

“Dairy farmers would congregate for hours and reinforce each
other’s prejudices” - Gordon McLaughlan

e - - - ] ] Inglewood farmers were
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Farmer attitudes o

» “Unity among farmers emerged from their shared distrust of outsiders”
David Yerex

» “Dairy farmers developed a suspicion of city and urban interests...were seeking
more than a fair share of his hard-won livelihood” - Arthur Ward

» These ‘outside’ interests included virtually everyone beyond the farm gate:
“processors, quality controllers, wholesalers, distributors, merchants, advertising
agents, bureaucrats, retailers, financiers and tax gatherers”

David Yerex

Chew Chong of Taranaki — an early private
processor — paid cash for milk (rather than
goods like many processors), but was
effectively driven from the industry by
suspicious farmers
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Farmer attitudes oo

“Dairy farmers came to believe - and it was an article of faith
- that they secured more of the selling price of their produce
by the cooperative method”

Arthur Ward, “A Command of Co-operatives”

“After a slow start, the concept of the cooperative dairy
company spread like a faith — an extension of the small-
holder’s desire for as tight a mastery as possible over his
destiny” - Gordon McLaughlan

The culture and values of these pioneering days remain a
strong influence in the modern era
Ward, McLaughlan and Yerex
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Farmer attitudes oo

The industry’s culture is driven by a fierce
determination among farmers to be ‘free men’

Which makes it a paradox that the industry was
created by the Government working with the early
farmers...

...and that for the following 125 years, whenever
problems arose, the industry turned to the
Government for special treatment.

...and still does.
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The industry’s structure has been (and continues to be) shaped and
constrained by four deeply rooted but misplaced myths — namely that:

‘Outsiders’ will reduce farmer-suppliers’ wealth (in particular,
squeeze the amount paid to farmers for their milk)

« Competition is “pernicious” and should be eliminated
» A single exporter will deliver higher prices for farmers, and

* Producers need to be protected from the complexities of business
beyond the farm-gate

These old beliefs continue to constrain future options
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