Expanding Dairy Enterprises in North Dakota:

Questions on Economic Impact and the Dairy Industry

Why are dairy farms getting larger?

Generally, farms are not increasing in size just to get larger. While, some farmers desire to be the largest operation in the community, most are driven by economic reasons for becoming larger lower costs of production increase net income. Large farms can produce milk cheaper than smaller farms for a number of reasons: 

Fixed capital costs are spread over more units of output.

Some technologies work best on large farms.

Larger farms are more specialized; the owners gain advantages by knowing what they do very well and not being distracted by other enterprises on the farm.

Pecuniary economics of size means larger farms are able to pay less for input (volume discounts) and may have a price advantage in their products because of volume premiums associated with handling efficiencies or market influence.  

Some farms have grown because they are operated by better managers. This does not mean that small farms are poorly run; many small farms are operated by excellent managers. Putting all these factors together results in a real economic advantage for larger farms. 

How will a large farm affect an area's smaller farm operations?

Farmers depend on local businesses and services to stay in business. They need veterinarians, a multitude of suppliers, and others in order to do their work. A larger dairy farm will add to the infrastructure that makes it profitable for the supporting industries to stay in an area. The best example is the availability of large animal veterinarians. There must be enough large animals within a given geographic area to support a veterinary practice. As the number of small dairy herds decline, it becomes increasingly difficult for veterinary practices that specialize in dairying to justify remaining in the area. The same can be said for other essential support industries that require a certain volume of business to remain competitive and profitable.  It is important to realize that dairy operations support the local economy. However, large-scale operations of all types will draw from a much greater trade area. 

Do farms really generate economic gain within a community?

Agriculture is a significant component of North Dakota's overall economy. Agriculture in North Dakota is a $3 billion a year industry. Along with ag-related businesses, agriculture makes up 37% of the state's gross product. 

Farming and production agriculture contribute directly to the overall economy of North Dakota. Estimates of multipliers (magnitude of impact) for output, value added, income, and employment for North Dakota by farming type are available. The output multiplier for all of North Dakota's livestock farms is estimated at 4.49, while the value-added multiplier for dairy farms is generally regarded as higher. The output multiplier indicates that for each $1 change in final demand from dairy production, North Dakota's economy-wide output would expand by a total of $3.49.  In addition in states where dairy is considered a major contributor to the animal industry, other multipliers are quite significant as well.  Other multipliers often used, but not currently available for North Dakota agribusiness, are significant for dairy.  For example, the income multiplier for Ohio dairying is estimated to be 2.21, while the employment multiplier for their dairy farms is 2.25. New York reports multipliers of 2.61 and 3.53, respectively.  Each multiplier has a similar interpretation. In other words, an employment multiplier of 2.25 means that each $1 million change in that state's dairy farm output will result in a change in final demand that generates approximately 2.25 full-time jobs in the entire economy of that state.  

Should North Dakota continue to process what it produces?

An integral part of the agricultural economy is the processing sector, referred to as the food and kindred products industry.  For North Dakota this includes milk cheese plants as well as oilseed and food processing.  Growth in industry output or industry sales for agricultural processing has not kept up with other plains states, which has varied from 140 percent for the eastern plains to 250 percent increase with western plains states.  The accelerated increase in the value of agricultural processing's product relative to earnings in the western plains states is reflective of the vertical integration of certain key agricultural sectors such as the meat packing industry.  Concern has been, and continues to be, expressed about the impact that such integration has had on the quality of jobs within the sector.  National trends magnified in the western plains may point to future issues for North Dakota's agriculture economy.  

As the state's overall economy continues to grow, moderating growth of agricultural processing and the stagnation of farm production in general is causing agriculture to contribute an increasingly smaller share to the overall economy. If not stabilized, the continued decline in dairy farms will have a significantly negative effect on many rural communities.  Key to preserving the state's agricultural processing sector is in the maintenance or growth of the farm sector.  Food processors need access to raw agricultural products.  Where processors get those raw products depends on North Dakota farmers.  If dairy farms can meet the needs of dairy processors, these processors will continue to do business in the state.  If North Dakota farmers fail to meet the raw product needs of processors, then processors will scale back or shut down their North Dakota operations.  

What are large dairy farms interested when relocating?

First, dairy farmers are interested in locating in an area where natural resources are well suited to dairy production. Water must be plentiful and of good quality, and the climate must be conducive to high milk production.  The area must produce inexpensive grains and livestock feed. The extensive crop production of North Dakota allows for a complementary relationship with livestock production where nutrients in the animal manure are regarded as organic fertilizer for the crops.   

Second, there is an opportunity for growth in areas deficient in milk (processing capacity that exceeds milk production) where milk must be imported from adjacent states to supply its processing needs.  North Dakota's current dairy infrastructure offers substantial opportunity for growth as long as processing is efficient.  This situation generally exists within the tri-state area (North Dakota, South Dakota and Minnesota).  

Source: North Dakota Agricultural Statistics Service and Ohio State University Fact Sheet AS-0011-01.
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