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    Section 3


Competitive Business
Dairy
	In the preceding section, you began the strategic planning process by doing the Management Inventory, one of the tools of internal analysis. The internal analysis helps you look inward to find the strengths and weaknesses of your business.

In this section, you will be doing the external analysis of strategic planning. This examines factors outside the operation that influence how you conduct business. In most cases you have little or no control of these external factors. By being aware of what opportunities exist and the threats you face, you can better plan your business' future.

In his book Competitive Advantage of Nations, Michael Porter uses the Dutch cut flower industry as an example of how an industry can thrive even in an adverse environment. There are several factors, such as a cool, cloudy climate, that would put the industry at a disadvantage. The industry reduced the impact of these adverse factors by developing more efficient greenhouses, improving the marketing and distribution systems, and using advanced information systems. The Dutch cut flower industry is now in a dominate position in the world flower market.

Knowing the opportunities and threats your industry faces will help you better position your own business to meet the challenges of the future.
	
	Agricultural Competition
Look at the figure on the "Schematic on Agricultural Competition."  This is a framework for you to think about the total system in which you operate.  As a farm manager, your major control is over the conversion of inputs into farm products.  This is reflected by the solid arrow. You also have considerable control over inputs versus competition for their uses. This means that you are bidding land, labor and capital away from alternate uses. This doesn't necessarily mean you are acquiring and adding these inputs, but the fact that you are holding or retaining them in production means that, to you, they are more valuable in farm production than selling them or investing them off the farm.

Some farm managers may integrate upward and add value to the product by transporting, packaging, processing and even distributing the processed product.  A subset of these farmers may also retail the product. In dairy this role is minor.

Also important is the farm managers' influence on farm organizations, which may affect the price and availability of inputs and product price as well.  Through farm organizations, farm managers may also participate in marketing, processing  and retailing.  For the most part, however, input and product prices are beyond the manager's control.  Dashed arrows reflect less influence. 

	
	
	


In addition, many other important elements affecting the viability of agriculture are mostly beyond the control of the farm manager.  These are diagrammed in the "Schematic on Agricultural Competition" outside the dotted trapezoid.

The Endowment Resources are what Mother Nature provides -- soil quality, topography, climate and availability of water.  Environment may borrow from Mother Nature but is more the product of human undertaking -- land, air, and water transportation facilities and communication systems.  This classification also includes the extent of rural-urban interaction, the diversity of the state's agriculture, and the existence of complementary industries that contribute to the profitability of agriculture (food processors furnishing by-products as animal feed).  Other facets include quality of living (Do people like to live here?).  In addition, concerns such as food safety and animal welfare must be factored in.

Another consideration external to the farm manager is Supporting Services.  These include educational and research institutions and the important role of agribusiness as a source of information and consultation.

Finally, Government Programs have multidimensional effects on farm operations -- many beyond the farm manager's control, but influenced by farm organizations.  Federal and state governments provide service in collecting and distributing livestock and crop estimates (National Agricultural Statistics Service and the Wisconsin Agricultural Statistics Service) and market news;  in overseeing inspection programs, grades and standards, and establishing marketing orders. The government also establishes regulations on pesticide application, handling hazardous waste, occupational safety, etc.

Certain other state and even local government programs are zoning, deciding the right to farm, and taxing. 

Domestic farm programs and international trade policies also fall in this category.  This includes price support programs, market order legislation, import restrictions and negotiations on trade liberalization.

Highlights of the Dairy Industry
Producers need to evaluate their abilities and preferences to manage a successful dairy farm.

The National Scene
· Dairy producers face:

· Changing consumer demand.

· New technologies.

· Reduction and/or elimination of government support programs.

· Increased dairy imports and potential for expanded exports.

· Competition from producers in other areas.

· Modernization and/or elimination of federal and state milk marketing orders.

· What we see in the future:

· Milk prices will be set according to market conditions.

· Older populace means less fluid milk demand.

· Low fat dairy products continue to grow in popularity.

· Cheese consumption will rise.

· Butter consumption will stabilize or increase moderately.

· Support prices on: 

· Cheese prices will fluctuate above support rates if support on cheese continues a current level.

· Manufacturing milk at $10.10 per hundredweight may continue.

· Milk price will decline in real terms as inflation creeps up.

· Farm profits will become somewhat volatile. 

· Product prices, and feed costs, will be less stable.

· Risk management will be important.

· Producers will need to keep current to market demands and new technology.

Future developments include:

· Changes or elimination of milk marketing orders.

· Multiple component pricing.

· New product development.

· Effects of NAFTA and GATT

· Dairy Export Incentive Programs (DEIP) - phase down under GATT

· Reduction or elimination of support program from 1996-2000, and complete elimination thereafter.

Wisconsin Advantages
· Efficient producers

· Location advantage for marketing manufactured diary products.

· Excellent water supplies

· Availability of off-farm income, if necessary

· Feed prices are lower on corn and forage

· Lower land prices than other dairy states

· Competition for land and water is not as limiting as California

· Effective and progressive dairy and farm organizations

· The industry has a cooperative spirit to enhance competitiveness, solve industry-wide problems, and create new market alternatives

· Ability to produce high quality forages and grains without irrigation.

· A climate well suited to cow comfort.

· Excellent support service.

· Good infrastructure of processors and marketers.

· Possible advantages in handling animal wastes due to land base and crop rotations.

Scorecards
Dairy
The preceding schematic on Agricultural Competition presented a structure for evaluating the competitive position of the Wisconsin dairy industry. The following scorecards relate to major elements of the industry's competitiveness, based on the comments of industry leaders and others. 

The elements have been marked as positive (+), neutral (N), or negative (-) as related to Wisconsin's competitive position compared with other states.  As you can observe, some elements, such as food safety, were considered neutral as far as Wisconsin's competitive advantage is concerned. In many cases a special note was added to qualify their answer.

For example, on dairy, for Growth Rate in Domestic Demand, "cheese" was rated positive and "whole milk and butter" was rated negative. 

Exercise

How Do You Rate Wisconsin's Competitiveness?
We would like your ideas related to your industry's competitiveness. You will be assigned into smaller groups to address this issue. Each group will be asked to do this for one (or more) or the scorecards.

Your group assignment is to identify two promising opportunities or advantages for Wisconsin producers, and then identify the two most serious threats or disadvantages facing the industry.

Table 3.1. - Scorecard on Competitive Advantage in Wisconsin on Dairy

Relative to Demand, Marketing Facilities and Processing
Elements             
+,  N, -
Comments
	DOMESTIC DEMAND
	
	

	 Consumer proximity
	
	

	 Growth rate
	
	

	 Competition from 

  other producers
	
	

	 Market niches
	
	

	 Other

	
	

	EXPORT DEMAND
	
	

	 Access
	
	

	 Growth rate
	
	

	 Competition from

  other producers
	
	

	 Market niches
	
	

	 Other

	
	

	MARKETING FACILITIES
	
	

	 Age, efficiency
	
	

	 Progressiveness
	
	

	 Other

	
	

	PROCESSING
	
	

	 Proximity
	
	

	 Plant age, efficiency
	
	

	 Progressiveness
	
	

	 Capacity
	
	

	 Other

	
	


Table 3.2. - Scorecard on Competitive Advantage in Wisconsin on Dairy

Relative to Farm Inputs and Technology
Elements             
+, N , -
Comments
	INPUT PRICES
	
	

	  Feed 
	
	

	  Feed grain
	
	

	  Meal, high protein
	
	

	  Hay, silage, forage
	
	

	  Pasture
	
	

	  Labor, wage rates
	
	

	  Land prices, rent
	
	

	  Property taxes
	
	

	  Interest rates
	
	

	  Replacement stock
	
	

	  Energy
	
	

	  Other

	
	

	INPUT QUALITY
	
	

	  Labor
	
	

	  Replacement stock
	
	

	  Hay, Silage, Forage
	
	

	  Other

	
	

	INPUT AVAILABILITY
	
	

	  Land
	
	

	  Labor
	
	

	  Credit
	
	


Table 3.2 Cont. - Competitive Advantage in Wisconsin on Dairy

Relative to Farm Inputs and Technology
Elements             
+, N , -
Comments
	(INPUT AVAIL. CONT.)
	
	

	 Equipment, supplies 
	
	

	 Veterinary services
	
	

	 Other

	
	

	TECHNOLOGY
	
	

	 Availability
	
	

	 Use
	
	


Table 3.3. - Scorecard on Competitive Advantage in Wisconsin on Dairy

Relative to Farm Structure and Management
Elements             
+, N , -
Comments
	SCALE ECONOMIES
	
	

	 Fixed costs
	
	

	 Labor efficiency
	
	

	 Purchase discounts
	
	

	 Sales premiums
	
	

	ENTERPRISE COMBINATION
	
	

	FARM FLEXIBILITY
	
	

	AGE OF FACILITY
	
	

	MANAGERIAL ABILITY
	
	

	AGE OF OPERATOR
	
	

	OTHER

	
	


Table 3.4. - Scorecard on Competitive Advantage in Wisconsin on Dairy

Relative to Endowment Resources and Environment
Elements             
+,  N , -
Comments


	ENDOWMENT RESOURCES
	
	

	 Soils
	
	

	 Topography
	
	

	 Climate
	
	

	 Water
	
	

	 Other

	
	

	ENVIRONMENT
	
	

	 Infrastructure
	
	

	  Transportation
	
	

	  Communications
	
	

	 Urban interface
	
	

	  Off-farm employment
	
	

	  Waste management
	
	

	 Animal density
	
	

	 Diversity of agriculture
	
	

	 Complementary industries
	
	

	 Quality of living
	
	

	 Societal concerns
	
	

	  Food safety
	
	

	  Animal welfare
	
	

	 Other

	
	


Table 3.5. - Scorecard on Competitive Advantage in Wisconsin on Dairy

Relative to Supporting Services and Government Programs
Elements             
+,  N , -
Comments


	SUPPORTING SERVICES
	
	

	 AES - research
	
	

	 CES - extension
	
	

	 On-campus education
	
	

	 Regional tech centers
	
	

	 Vo Ag, FFA
	
	

	 Agribusiness as an

  information source
	
	

	 Other

	
	

	GOVERNMENT PROGRAMS
	
	

	 Service
	
	

	   Estimates, market news
	
	

	   Inspection
	
	

	   Grades and standards
	
	

	 Regulations 
	
	

	 Other state, local
	
	

	 Zoning
	
	

	 Right to Farm
	
	

	 Taxing
	
	

	 Domestic farm programs
	
	

	 Price support
	
	

	 Market orders
	
	

	 Other

	
	  


Table 3.5. Cont. - Competitive Advantage in Wisconsin on Dairy

Relative to Supporting Services and Government Programs
Elements             
+, N , -
Comments


	 INTERNATIONAL
	
	

	   Import restrictions
	
	

	   U.S.-Canada Free Trade Pact
	
	

	  GATT
	
	

	  NAFTA
	
	

	 Other

	
	


Table 3.6. - Scorecard on Competitive Advantage in Wisconsin on Dairy

Relative to Farm Organizations
Elements             
+,  N , -
Comments
	GENERAL FARM

 ORGANIZATIONS
	
	

	 Services provided
	
	

	 Bargaining power
	
	

	 Progressiveness
	
	

	 Leadership
	
	

	 Other

	
	

	COMMODITY, MARKETING

 ORGANIZATIONS
	
	

	 Services provided
	
	

	 Bargaining power
	
	

	 Progressiveness
	
	

	 Leadership
	
	

	 Other

	
	


Wisconsin's Competitiveness Rating
Group:  ________________

Scorecard(s):
Opportunities (or Advantages):
Threats (or Disadvantages):
Notes on Competitiveness Rating of Other Groups
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