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Introduction Drought conditions by region for agricultural land in 2020

0 date, there has been almost no research on the impact of droughts on financial
stability globally. Here in New Zealand, this issue Is of utmost importance for a
number of reasons:

- there has been a rapid growth of farm debts, specifically in the dairy I More % I More
sector (270% In twenty years - RBNZ).

- NZ has experienced two very costly droughts in recent years (2008
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and 2013).
Therefore, the relationship between droughts, farms’ balance sheets, and banks Is . l
Important to understand. This research project addresses this gap, by contributing a
farm-level analysis of the impact of droughts, using the NZ Pasture Growth Index
(NZPGI) which accounts for sunlight, temperature and rainfall.

These graphs present the number of drought affected VSCN grids within each agricultural land type, per region. These range from 0-365 grids
for dairy and 0-844 for sheep and beef).
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Studies have found negative impacts of drought on agricultural production and
business indicators (Edwards, Gray, and Hunter, 2009; Lawes and Kingwell,
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2011).
Otl_lers have concluded a positive impact of drought on farms’ profitability Short-term Debt Long-term Debt  Total Debt Short-term Debt
(Kingwell and Xayavong, 2016; Pourzand, Noy, & Saglam, 2020).
It is shown that debts can help to smooth income between financially good and Model 1 2 L 2 1 2 Model L 2
difficult years (Greig, Nuthall, & Old, 2019; Ma, Renwick, & Zhou, 2020). DB DOUG S
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Drought = NZPGI<30 over >10 consecutive days,

Severe Drought = NZPGI<20 over >20 consecutive days

CD stands for consecutive drought season

= a4 60Dit + 61D 1 T 62Di ¢ 2 tC; +u, Robust standard errors clustered at farm level in parentheses

Conclusion

l

Model 2 = X415 CD,, +c, +u,

where: term and long-term debts for dairy farming and short-term debts for sheep and
beef farming.

Debt denotes the debt measures (real short term, long term and total debts) 0 | . | : £ f debt d 4 b

D denotes a binary variable indicating drought ur results appear robust _to an alternative set o ‘farm de t ata_ repo!rte Yy

CD denotes a consecutive drought condition RBNZ of each bank for dairy and sheep/beef farming and so provides rigorous

and subscripts denote farm i at time t (annual) evidence on the significant impact of drought conditions on farm debts for dairy

Our results show a statistically significant positive impact of droughts on short-

and sheep/beef farming in New Zealand.
An aIySiS We hope this will be a useful study for the agriculture and financial sector when
formulating policies for farmers' wellbeing and setting the cost of funds during

or after drought conditions. This study can be further extended to test the impact

Identification of drought conditions over time in NZ of drought on financial stability.
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