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An Efficiency Analysis of Milk Production in Cheju-Do Area
T. S. Kang

Summary

From a policy point of view, conm ~arisons of actual individual produation and cost
estimates with individual dairy farmers’ best production and minimum cost provide useful
insights into the farmm level production technology.

The objective of this study is(i) to irvestigate farm level economic performance in Cheju

" area milk production, (i) to examine what management factors significantly affect technical and
allocative efficiendes, and (iii) to make camparisorns of econamic efficiency among Kyungki,
Chungcheong, and Cheju regions.

The cross—sectiomal milk production and related price records were collected during the
1985 production year. The samples consist of 72 dairy farms from the three regions: 33 from
Cheju, 20 fran Kyungki, and 19 from Chungcheong area.

A Cobb-Douglas ( C-D ) frontier production function was specified in terms of the
number of cows, concentrate, roughage, and labor hours, and it was estimated by Fletcher -
Powell-David non - linear optimization algorithm. The dual cost function was numerically de—
rived, using the producation function parameter estimates.

The technical efficiency indices of Cheju dairy farms ranged from 0.65623 to 0.7207
with mean 0.6925, while the allocative efficiency showed a range of 0.4231-0.6113 with mean
0.4796.

The quantifiatle mamgement factors which can affect farm- level ecommic efficiency
were age, education, and dairy farming experience. Of this, manager’s dairy experience was
the most important variable which had significantly positive effect on higer tedmical efficiency.

In tenms of regional camparisons of technical and allocative efficiencies Cheju had no
significant differentials among the three areas. Only there exists a little difference in
technical as well as allocative efficiencies tetween Cheju and Chungcheorg areas.

The above suggests (i) that, in order to improve the overall dairy ecomomic efficiency in
Che ju, more integrated extensian program should be created for the dairy farms below average
technial and allocative efficiencies, under the local govermment initiatives, and (ii) that, since
manager’s dairy experience in the most important factor which can affect technical effidency,
dairy experience should be the first comsideration of the dairy development polices.
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