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|NTRODUCT|ON‘ Ut 00 Kzozo

Welcome to the latest edition of Andersons’ annual Outlook publication.

We hope you find our 2020 offering informative and stimulating.

The phrase Twenty-twenty' is often associated with perfect vision. Clarity
of foresight is even more difficult than usual in these turbulent political times.
However, it is possible to look beyond the current upheavals and see the big

issues that agriculture needs to address in the years ahead.

One of these issues is the need to farm profitably with a lower level of
financial support. Whatever form Brexit takes, the trajectory of funding looks
set to be downwards and farmers will be expected to ‘do more’ to receive any

support — thus decreasing the profit from the annual subsidy cheque.

If it weren't for Brexit the main agenda item for farming (and perhaps the
whole economy) would be the environment. Agriculture has been grappling
with the ‘local’ environment in terms of biodiversity and pollution for many
years and will continue to do so. But now a more global factor is in play, with

the rising factor of climate change.

The last of these matters we want to highlight is productivity. Whilst there
are pockets of excellence in UK agriculture, the statistics indicate that we have
been slipping down the league table in recent years. Technology can play a
part in addressing this issue, but the need for good people within the sector is

equally, if not more, important.

All these themes (and more!) are addressed in this edition of Outlook.
They are not going to be solved overnight or, in most cases, by individuals on
their own. Collaboration is another area where UK farming needs to improve.
Andersons has been working with farmers and the allied industries for over
40 years to help them make the right decisions, whatever the business

environment.
We wish you all the best for a successful 2020.

John Pelham Nick Blake David Siddle Richard King

Directors, Andersons the Farm Business Consultants Limited
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FARM BUSINESS OUTLOOK

Farm

Profitability = .
Prospects

Richard King With a few notable exceptions, into a rebound in profitability.
most sectors of UK agriculture will However, output prices for the past
have delivered robust profits in 12 months have been a ‘'mixed-bag’,

2019. Without the weather issues with combinable crop values falling

seen in 2018, and with Sterling post-harvest, and beef prices being

remaining weak due to political and grim for most of the year. This will

economic uncertainty, the industry limit the extent of the recovery. Also

has experienced relatively benign keeping a lid on profits will be the

conditions. general rise in production costs,
Every sector and every farm will especially in the overhead categories

be different, but the benchmark for such as labour and machinery.

looking at the overall profitability

environment is Defra’s Total Income

from Farming (TIFF) series. This has

been running since 1973 and shows With a few notable

the aggregate profit from all UK exceptions, most

farming and horticultural businesses sectors of UK

for the calendar year. In simplistic agriculture will have

terms it is the profit of ‘UK Farming delivered robust

Plc’. More precisely, it measures profits in 2019.

the return to all entrepreneurs in
the industry for their management, J

labour and capital invested.

The latest TIFF figures from Defra Andersons run a model that tracks
relate to the 2018 year. As Figure the TIFF figures and forecasts their
1 below illustrates, last year saw a future direction. Given all the factors
dip in profitability compared with discussed above, we believe that
the previous year — in real terms the UK's aggregate farm profit for
TIFF declined by 18%. This was 2019 could increase by somewhere
largely driven by the weather, with around 4% in real terms, compared
feed costs, in particular, rising due to the (provisional) 2018 figure. This
to the cold wet spring and summer would leave it just below the £5bn
drought. The weather during the mark. The first Defra official estimate
2019 growing season has been less will be published in the New Year.
extreme and this should translate Looking to the prospects for 2020,
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Total Income From Farming

Figure L 1995 to 2020 (Real terms, 2018 prices)

TIFF is forecast to
. 8,000
show a small decline — CITIFF (Real Terms)
[in 2020]- 7,000 1 — -#-Direct Support

the UK's trading relationship with
the EU and the rest of the world and
future currency movements will be
the main determinants of agricultural
profitability. The two are intimately
linked; continued uncertainty or a
No-Deal outcome is likely to keep
Sterling weak, which is generally
good for farm profits (under normal
circumstances). For the purposes
of modelling, it has been assumed
that there is no major disruption

to trade flows from a ‘cliff-edge’
Brexit during 2020. In addition, the
Pound stays in the range €1 = 85-
90p. Given this, TIFF is forecast to
show a small decline. Part of this

is a result of cyclical movements in
markets (notably lower milk prices),
with the other main element being
the continued upwards creep in costs.
At this level TIFF would remain close
to its real-terms average for the last
decade.

The following articles in Outlook
look at the prospects for the various
sectors of UK farming in more detail.
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Economic
Prospects

Graham Redman When Kristalina Georgieva was
appointed Managing Director of
the International Monetary Fund

(IMF) in September, she instantly

announced the world must prepare

for an economic downturn. She

is not alone thinking such things;

the Organization for Economic

Cooperation and Development

expects the 2020 global economy

to grow at its slowest rate since the

2007-08 financial crisis. More locally,

the National Institute of Social and

Economic Research (NISER), is one of

many forecasters that considers the

UK economy will slow or contract

UK House Prices (Real Terms) -
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in 2020, even if No-Deal is averted,
but with a minimum of a year-long
recession if No-Deal occurs.
The bond market, a powerful
influence on global inflation and
key indicator of future economic
performance, has been warning of a

pending largescale global recession
for the latter part of 2019. Under
normal conditions, the return for
long-term investments outstrips
that of short-term ones because of
the uncertainty the future holds. At
present, there is an ‘inverted yield
curve’, where short term bonds are
offering higher returns than those
maturing at a later date. This has
not been seen since just before the
Financial Crisis of 2007-08. Such
an inversion preceded the last seven
recessions in the US. This inversion is
also established in the UK and the EU
bond markets too.

Trade conflicts are an ever-
growing issue, with the two
largest economies in the world
becoming increasingly embroiled
in a protectionist wall-building
programme, seemingly oblivious that
walls and barriers slow movement
of trade in both directions, therefore
jeopardising opportunities for their
own prosperity. Growth in China
has fallen to its lowest level in nearly

Source: Nationwide Building Society three decades and, in the USA, base
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rates have decreased as the Federal
Reserve braces for a contraction.
These two economic powerhouses
lead the way in the global economy,
with China gradually but inexorably
taking the dominant role.

The European Central Bank
has stated it is ready to respond
to an economic downturn in the
Eurozone. The problem they have is
that rates there are already extremely
low and cannot fall much further.
The Eurozone is not really growing
(it is not really contracting yet either)
and this will, at least in some part, be
because of the UK's decision to leave
the trading block.

Globally, the pantomime called
Brexit, is virtually irrelevant to the
majority of economies around the
world (and even Europe to some
extent). It's just that when the world
economy is sick, the UK becomes
infected too. Trying to untangle 40
years of trading ties at a point when
the economic outlook is already
gloomy is not the most fortuitous of
timing.

Notwithstanding the impacts of
leaving the cosy arrangement with
our closest trading partners, the
UK is likely to have a year of slow
or (more likely) negative growth.
Many forecasters (e.g. PWC) expect
property prices to decline in 2020.

In real terms, they have been falling
for 12 years now already. Very few, if
any people have made money out of
capital gain of property this decade,
especially after maintenance, finance,
agents fees and of course, taxes.

Inflation is a sure way of eroding
most people’s wealth. But inflation
also erodes debt, so those who
gain are those with high borrowings
and no assets. NISER is expecting
inflation to rise to a concerning 4%
(with a Deal). Any further fall of the
value of Sterling would accelerate
that, suggesting that a No-Deal might
lead to even higher inflation. The
Bank of England might be forced

to raise base rates at this point, but
would pose another challenge to
the UK economy with rising costs of
finance.

The UK is likely to
have a year of slow
or (more likely)
negative growth.

UK employment rates are relatively
high, but productivity per worker
is poor. Investment by companies
is required; confidence to train
employees is needed and install tools
and machines that raise the return
per worker. Lower social payments
are encouraging claimants back to
work and the workforce is staying on
at work for more years now than ever
before (it's not just farmers that are
getting older). The age of retirement
is increasing and likely to continue
going up (exceeding 70 in years
to come). Whilst the UK's output
might rise, the output per worker will
not. This reflects directly on the UK
farming workforce, much of which
is beyond the official retirement age.
Some who claim to still work on the

farm will become greater liabilities
than help. Output per agricultural
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worker in the UK is very low, a
problem that the industry needs to
solve.

Consumer spending is likely to
fall slightly under a Deal scenario
in 2020, and considerably without
one. Farming is reassured under
these conditions because, as we all
require similar calories each day,
regardless of wealth or status, we
know that consumption of food
will not change at the same speed
as, say, car sales, holidays, clothes
or other unnecessary or less urgent
items. Yet food consumption trends
may still change. In 2008, bread
consumption rose as people made
their own sandwich lunches for
example, and consumption of lower
specification goods became popular
(it led to Waitrose launching the
‘Essentials’ range and other stores
did similar things). The currently
increasing trend of eating out might
take a pause, whilst people stop to
save their pennies. New ways of
doing things might be led by lower
cash in the pocket for a year or two
and this might lead to opportunities
for those focussed to spot them.

Overall, the UK economy faces
headwinds, whatever the outcome
of Brexit. These tougher business
conditions will affect farming
businesses even though agriculture
often moves to a different rhythm
than the rest of the economy.

ANDERSONS [
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Caroline Ingamells
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Whatever the outcome of Brexit,
it appears unlikely that there will be
much change to agricultural support
in the UK in 2020, compared to
20109.

Defra and the devolved
administrations have all stated
that the BPS will continue to
operate across the UK next year.
Initially there was talk of some
‘simplification’ (e.g. getting rid of
the three-crop rule) for the 2020
scheme year, but with the (Brexit)
timetable having slipped so much
this is now very unlikely and it seems
all the rules including ‘Greening’
will remain unchanged. All the
application processes, timings, and
forms look like being retained too.

Unlike many other aspects of
Brexit, whether there is a Deal or
No-Deal outcome makes little
difference. Under a Deal, the rules
of the Transition Period will apply,
meaning the UK has to comply with
all EU legislation until 31st December
2020. But there is a specific clause
which states that the BPS shall
not apply in the UK for the 2020
claim year. Defra and the devolved
administrations have already
prepared domestic legislation
(under the Withdrawal Act) to
ensure the UK has the ability in law
to continue to make farm support

payments. This can be used during
the Transition Period under a Deal

scenario, or in the event of No-Deal.
The legislation preserves the EU
law as it currently stands. All of the
rules and processes will remain the
same until Defra and the devolved
administrations introduce new
agriculture policies, either through
the Agriculture Bill, or an Agriculture
Bill in one or more of the devolved
Parliaments.

The ELM scheme
may end up much
closer to the
current Countryside
Stewardship and
past Environmental
Stewardship (or
even ESAs) than
once seemed

the case. J

Although the scheme rules for
2020 are expected to be the same,
the mechanism for converting BPS
payments once the UK leaves the
EU is unclear. There may be a one-
off ‘renationalisation’ permanently
converting all entitlements to a
Sterling basis. In addition, it is




unclear what €/£ exchange rate
might be used, but the average
September values, as used previously,
may not apply.

Looking ahead after 2020, the
Policy Statement that accompanied
the Agriculture Bill when it was
published in autumn 2018 sets out
details of the seven-year Agricultural
Transition. During this time, direct
payments in England would be
phased out completely by 2028
and the new Environmental Land
Management (ELM) Scheme would
be rolled out. These details have not
changed since last year's Outlook.
Scotland and Wales have both held
their own consultations on future
farm policy. The details of the
Scottish and Welsh proposals for
future farm policy are included in the
regional articles later in Outlook.

One of the significant proposals
was for direct payments in England to
be de-linked from production and the
possibility of a lump sum payment.
Defra is intending to launch a formal
consultation on these two proposals
by the end of 2019. This is likely to
include questions on the reference
year to be used, when to introduce
de-linking, and how and when any
lump sum payment might be made.

With the end of the Parliamentary
session in autumn 2019, the original
Agriculture Bill fell’ as it had not
been passed in time. The Queen’s
Speech indicated the Bill would
be represented - and largely
unchanged, despite some concerns
over its content expressed by the
farming sector (it gives plenty of
‘oowers’ to Government, but few
‘responsibilities’). There have been
calls from the industry, particularly
by the NFU, for the Agricultural
Transition to be delayed by a year (to
2022,) due to the lack of progress
of the Agriculture Bill. It should be
remembered that, even if the Bill is
passed, it does not enshrine in law
the current plans for future support.
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Potential English Support Payments -

Figure 3
2018 to 2029
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These are just in a Policy Statement
that can be changed at the whim of
a new Minister or Government.
Defra is busy working on the
design of the flagship Environmental
Land Management (ELM) scheme.
It appears, from the outside, that
some of the early aspirations
such as incorporating a ‘natural
capital’ approach and paying
on environmental outcomes
are meeting the harsh reality of
producing a scheme that is simple
enough to operate. The ELM
scheme may end up much closer to
the current Countryside Stewardship
and past Environmental Stewardship
(or even ESAs) than once seemed

the case.

In the meantime, Defra has
confirmed Countryside Stewardship
(CS) will continue to be available in
the ‘first few years’ of the transition
period, and applications will certainly
be open in 2020. Unfortunately,
there is no end date given and it
is likely to be dependent on the
progress of the ELM Scheme as
Defra expects the two schemes to
overlap for a ‘period of time’. The
plan is to launch the new scheme
from 2024. Those who are thinking
about entering CS should not be
put off for fear of being unfairly
disadvantaged when the ELMS is
available, as Defra has said it will
ensure this will not happen.

ANDERSONS [§]
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As well as the ELM Scheme, Defra
is looking at other elements of future
farm support;

D Animal Welfare — an animal
welfare grants programme
would provide one-off payments
to support farmers to provide
welfare enhancements beyond
the regulatory baseline. A further
initiative being explored would see
livestock producers being rewarded
with on-going payments for signing
up to and achieving animal welfare
enhancements.

D Investment support — during
the Agricultural Transition (2021-
2027), the plan is to offer support
towards equipment, technology and
infrastructure which improves farm
productivity in an environmentally
sustainable manner and provides
other public goods.

D Research and Development
— support will be made available
to enable farmers to work with
researchers to find new ideas and
technological solutions to problems
that will really make a difference.

In terms of funding, the
Government has guaranteed the
same cash total will be available
for the lifetime of the present
Parliament. At the time this was
expected to be until 2022, but as
a General Election has been called
earlier, the guarantee will lapse.
After that point, the funding available
is unknown. A phased reduction is
expected, given other priorities for
government spending.

Of course, 'policy’ is not simply
about farm support measures.
Agriculture operates in a framework
of legislation on tenancies, taxation,
the environment, employment and
many other issues.

Defra and the Welsh Government
consulted on changes to the farm
tenancy legislation earlier in the
year. Although wholesale reform is
not proposed, the changes to the
legislation would be significant in

Ul ANDERSONS

some circumstances. The legislation
covering residential lets also looks
set to alter in England. With many
farms and estates renting out surplus
cottages, the additional protection
for tenants may bring issues with the
management of let properties.

Far more significant change in
land use and ownership (including
tax policy) might occur should a
Labour Government come to power.
Some of the policies put forward
are covered in more detail in the
following Land Prices and Rents
section.

The Government has promised
to put forward a new Environment
Bill. Partly, this is to put in place a
governance framework to replace
that previously undertaken by the
EU. But there will also be a system
of longer-term environmental
targets and a specific focus on
air and water quality, biodiversity
and natural resources. Farming is
likely to be affected in some way
by all of this. The bill will also be
used to legislate for Conservation
Covenants — potentially offering
new opportunities to landowners.

At present it is possible to put legal
covenants over land, but only to
stop certain things happening (e.g.
not being able to build on it). There
is currently no mechanism in law to

enforce positive action on the owner
of land (e.g. maintaining trees) that is
binding on future owners. Existing
agri-environmental agreements

are simply a contract between
Government and the occupier for

a set period of time. Conservation
covenants would bind the occupiers
of the land for the long-term or
perhaps even perpetuity — the
timescales that many environmental
actions work over. A payment
would have to be offered to the
landowner for them to sign-up to
such an agreement.

Most farmers would still regard
themselves as food producers
first and foremost rather than land
managers. Defra is producing a
National Food Strategy, with a review
led by Henry Dimbleby. This should
be published in 2020 and may have
an impact on the whole food chain.
There is increased interest at a policy
level as to how diet interacts with
the overall health and well being of
the population.

Overall, it can be seen that there
is plenty happening in terms of
policy at both English and UK level.
Some of this will reach a conclusion
during 2020, but much of itis of a
long-term nature and will affect the
industry for years to come.
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Finance-and
Banking

Jamie Mayhew

| have been asked on a few
occasions whether there is still

an appetite for lending in the
agricultural sector due to current
uncertainties. The answer is, of
course, yes, but the same key
parameters still drive lending
decisions. Lending to agriculture
is now in excess of £19bn and we
project that it will remain at this level
despite the downturn in land prices
and possible base rate increases.

With the high proportion of
farming owner-occupiers in the UK,
lending to agriculture is a relatively
safe prospect, from a security
and loan to value perspective.
However, debt serviceability is far
more important when assessing
the viability of new borrowing.
Serviceability will determine the
availability of future borrowing,
which is why detailed budgets (both
P&L & Cashflow) are essential.

Cash is king, and it is essential
to assess the cash generation of a
business as well as Profit and Loss.
In order to do this, one must convert
the budgeted (or actual) P&L into
cash. The table below lays out those
items that appear ‘below’ the P&L
and can be used to calculate the
final cash position.

The general rule of thumb,
for machinery, is to spend in line

Farm Business Outlook

with calculated depreciation — i.e.
add back the depreciation (as it
is @ non-cash item) and deduct
actual machinery purchases (net
of trade-ins) & HP repayment. The
assessment of the cash position
after paying tax, taking drawings

and repaying loans may well show

a cash deficit. If so, over the longer
term, there will be a requirement

for additional working capital (such
as overdraft increase). If this is the
case, then the business will need

to become more profitable. An
injection of capital, e.g. from the sale
of an asset or from private funds,
can also be used to mitigate the
overdraft increase, but this is only a
short-term solution.

Figure 4 Profit to Cash

Profit/(Loss)

Add Back Depreciation (shown in the
Profit and Loss account)

Add Machinery Sales

Add Capital Sales

Add HP Loan Income

Less Machinery Purchase
Less Capital Purchases

Less HP Loan Repayments
Less Bank Loan Repayments
Less Private Drawings

Less Tax Paid

Equals Cash Surplus/(Deficit)

ANDERSONS [g&}



Farm Business Outlook

Consideration should be given to
the current low interest rates and the
impact of any base rate increases
on cash generation. A number
of lenders ‘stress-test’ based on a
higher base rate, which could make
investments which look serviceable
at current rates unaffordable in the
future.

When reviewing cash flow,
consideration should be given to the
level of core borrowing rather than
the fluctuation in working capital.
There is an annual renewal fee on
overdraft debt and any overdraft
may take some years to trade out
of from cash surpluses. Perhaps
this ‘hard core’ debt should be
converted to a loan where only one
arrangement fee will be due?

UK agriculture will continue to
own a large asset base. Although
there has been a reduction in land
prices, even if they dropped by a
quarter or half, UK agriculture would
still (on aggregate) have a very
strong balance against which to

secure future borrowings, as shown
by Figure 5.

Given the pending uncertainties in
the industry, being cash generative

Figure S 1995 to 2020
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Debt serviceability
is far more
important [than
the asset base]
when assessing
the viability of new
borrowing.

provides the ability to withstand
potential downturns in profitability as
well as the opportunity to re-invest
and develop existing businesses.
For the proactive businesses, the
future holds great opportunities.

It is therefore essential that your
business is in a position where it

is generating enough cash from
trading to service any historic or
future debt.
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Land Prices
and Rents

George Cook

Political uncertainty is at an
unprecedented level. Whilst its
impact has not yet been widely

seen in land prices, it has certainly
contributed to a slowing of
transactions.

The data on land prices is
remarkably patchy considering itis a
topic of such interest to the farming
sector (or at least to the lenders to
the sector). Official ‘government’
statistics on land prices stopped
being published in 2005. The gap
was filled by the RICS/RAU Land
Market Survey. In 2006, due to the
declining volume of reported sales,

England & Wales Land Prices (Real Terms) —
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this moved from a quarterly to half-
yearly basis and started to report
headline land price movements
on the basis of Chartered Surveyor
opinion rather than actual sales.
The latter (the transaction-based
measure) was deemed to be
unreliable due to a limited number
of sales and the large residential
element in many of them.

For the first half of 2019, there
will be no opinion-based measure
due to the low level of feedback
to the survey. Thus, the situation

on land prices is even less clear
than usual. However, transaction
data suggests a small upward
movement in the average prices
in the first half of 2019 (see chart
below). This average masks wide
variations according to region within
the country. Such variation is also
evident within each region, driven
by local demand, often fuelled by
the current taxation regime (e.g.
‘rollover’ money).

Evidence indicates that a number
of deals are being completed
privately, away from the public gaze.
So, there may be more activity in
the land market than it appears.
Even so, the political situation has
encouraged the ‘pause’ button to
be pressed in many circumstances.
The in-fighting and politicking

ANDERSONS [
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of those in Westminster and the
political elite provides an unedifying
spectre to the majority of us in the
real world.

As set out elsewhere in this
publication, the Agriculture Bill sets
out a path for financial support to
shift from an area-based system to
one that embraces the splendidly
nebulous concept of ‘Pubic Goods'.
Turning this idea into meaningful
and quantifiable criteria on which to
base a support system is providing
policy makers with significant
problems. One can only hope
that the policy that evolves is less
prescriptive and bureaucratic than
the current Countryside Stewardship
scheme. Over the longer term the
shift in support arrangements will
affect the income streams from
farmland. Although this will mostly
affect rents, capital values may also
see some impact.

A change of
government is
likely to trigger
greater scrutiny of
the land market,
land ownership,
and the value of
development land.

Farmland values are, of course,
driven by a wider range of factors
than just what can be earned from
farming the land. Tax advantages,
capital appreciation and long-term
investment all play a part (among
other things). Here too politics
could play a part. A change of
government is likely to trigger
greater scrutiny of the land market,
land ownership, and the value of
development land. An independent
report commissioned by the Labour
Party and published in June makes

2 ANDERSONS

some radical suggestions. Entitled
‘Land for the Many’, some of the key
recommendations include;
D transparency on who owns
land,
b an explicit goal to reduce house
price inflation
D restrictions on the private rented
sector including security of tenure
and caps on rent levels
D reform of the tax regime to
include a replacement for the

Council Tax

D a review of the tax exemptions
on farmland and the abolition of
Inheritance tax to be replaced by a
lifetime gifts tax;

b reforms to the Planning regime
including the possible extension
of planning control to farming
changes

D a Community right-to-buy

D a boost to County farms

D the creation of a general right-
to-roam.

Overall, though, the immediate
prospect for land values seems to
be for the current market inertia
to continue for a year or two to
come. If nominal prices are flat, or
drifting downwards, then it should
be remembered that the effect
of inflation means that values are
actually dropping in real terms.

This has occurred in the residential
market over the past decade, and
we may see a period of years where
land prices experience a ‘correction’
through the effects of inflation.

Turning to rents, at present the
traditional Agricultural Holding Act
(AHA) 1986 market has an element
of stand-off in changes to rents. It
is apparent that both Landlord and
Tenant are playing chicken in terms
of timing and serving of notices
to review in the current financial
situation. This is primarily because
the fundamentals in the calculation
of "'Earning Capacity’ of the holding
have remained largely unchanged
for the past two or three years.

The next trigger point is likely
to come when changes to area
payment policy become apparent.
It seems evident that the direct
income from area-based subsidy
will reduce over the next 7 to 8
years with the initial impact being
felt first on the larger holdings.

Farm Business Tenancy (FBT)
rents continue to reflect local
‘Open Market’ demand. This
demand is in turn influenced by
regulatory and anaerobic digestion
(AD) requirements. The former is
particularly relevant in the livestock
sector where larger scale dairy and
pig units require sufficient land area
to meet NVZ requirements. The AD
biomass sector, the influence of the
‘double’ subsidy for land producing
feed stock, together with demand
for the extension of rotations for
root and cash crops, continues to
ensure a strong demand for FBT
land and therefore rents payable.
Again, an immediate change in
such demand seems unlikely and
therefore rental values will remain
stable in the short-term.

The Government is looking
to make changes to the tenancy
legislation, with the aim of making
it fit better with the modern farming
industry. Measures such as allowing
the assignment of AHA tenancies,
altering the rules on succession,
encouraging investment in holdings
and encouraging longer-letting
terms for FBTs are unlikely, on their
own, to produce a renaissance in
the tenanted sector.

In conclusion, | have to stress the
need for tenants to prepare their
figures with care. Landowners in
turn must balance the need for
short-term return with the longer-
term preservation of topsoil. Itis
the health and continued existence
of that top 12 inches of the earth'’s
mantle that is so essential to the
longer-term ability of land to
continue to remain productive.



FARM BUSINESS OUTLOOK

I

Sy
-

Labour

Michael Haverty
and John Pelham

Since 1998, the total agricultural

split between farmers (66,000) and
employees (69,000). Meanwhile,
output has remained stable. This
indicates that there has been growth
in labour productivity (although

other sectors would show far greater

improvements). Of the employees
in the sector, around 60% are casual
labour. Over the past two decades,
the UK agri-food sector has become
heavily reliant on migrant labour.
With Brexit, a sudden change in

Proportion of EU Migrants in Farming and Food

gl Processing Sectors

labour force has dropped by 135,000
to around 478,000. The fall is evenly

mEU*

® UK/Other

Farming: Casual

Farming: Regular
(Full & Part Time)

Food & Drink

Manufacturing 27% VEL

Source: Andersons estimates derived from Defra, ONS, House of Commons Publications
* Assumed to relate to Continental EU Member States
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migration policy will have major

ramifications. Here, we assess the
importance of EU migrants in UK
agri-food and offer suggestions

to secure the industry’s long-term
labour requirements.

Over the past two
decades, the UK
agri-food sector

has become heavily
reliant on migrant
labour.

Robust statistics on migrant
labour in UK farming are difficult
to come by. Previous studies on
migrant casual labour, particularly in
horticulture, have estimated that the
numbers employed vary from 64,200
to 75,000. Poultry industry estimates
suggest that nearly all of the 13,000
casual workers employed pre-
Christmas are migrants. Therefore,
migrant casual labour (almost all
from the EU) in UK farming probably
ranges from 75,000 to nearly
90,000; about 90% of all casual
labour.

Whilst the cliché of migrant
labour is the seasonal fruit or
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vegetable picker, EU nationals are
firmly embedded throughout the
food supply chain in permanent
jobs too. A House of Commons
Briefing Paper estimates that there
are around 34,000 non-UK born
workers in British agriculture in full
and part-time jobs. Again, they
mostly originate from the EU, and
equate to 31% of the full and part-
time workforce. Additionally, there
are 116,000 EU nationals working in
the food manufacturing sector, 27%
of the sector’s labour force.

Whilst the Government had
previously stated that a No Deal
Brexit would end free movement
of labour, more recently, it has
relented, based on legal advice. Its
current plans would allow for EU
and European Economic Area (EEA)
workers to continue to come to
the UK for a limited time. In the
immediate near-term, this would
help UK labour markets which
have already come under pressure
due to currency effects and the
declining attractiveness of the
UK for EU migrants. If thereis a
Brexit Deal, free movement would
continue during the Transition, again,
alleviating short-term concerns.
Longer-term, however, the issue
needs addressing.

In terms of casual labour, it is
clear that the UK Government's
pilot Seasonal Agricultural Workers'
Scheme (SAWS) for 2,500 workers
falls way short of requirements,
equating to just 3% of the industry’s
casual labour needs. It does
not even begin to address the
considerable requirements for
full-time migrant labour in agri-
food, which the Migration Advisory
Committee (MAC) largely ignored in
its report last year. Furthermore, the
proposed £30,000 salary threshold
for bringing in migrant labour is
well above the annual wages for
most agri-food workers. Apart
from veterinarians, there was little
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Agri-Food Workers' Scheme Conceptual

Figure 8 .
Overview

(
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Timeline Full-Time Permit Permanent Residency

Source: Andersons

How it Works:

Migrants could enter the UK workforce via two routes. The full-time route (Tiers
2-3) relates to skilled and semi-skilled employees, but would include equal
recognition for vocational skills (e.g. butchery) and professional skills. Skillsets in
shortage would appear on the Shortage Occupation Lists.

The Tier 5 strand concerns seasonal and temporary workers. Workers entering
via this route would initially arrive for 6 months and could change jobs to meet
the changing seasonal requirements (e.g. move from fruit picking to plucking
poultry). This strand would be similar to the SAWS, but would allow workers to
move between farming positions and food processing posts. Migrants could
potentially extend their stays up to two times, thus helping employers to limit
staff turnover.

After 18-months, Tier 5 workers would then either have to leave the UK or to
apply for a longer-term Tier 2-3 Equivalent two-year work permit. To be eligible,
applicants would need to have a skilled or vocational qualification which is

in shortage. To minimise staff turnover, workers would need to stay with the
same employer for the duration, unless there is a permissible reason for not
doing so (e.g. insufficient work available, unfair treatment etc.). If an employee
is out of work for more than 30 consecutive days, their permit could become
void. Students studying in the UK (Tier 4) could also pre-qualify if they have

the required skillsets. This scheme would be available to both EU and non-EU
workers, potentially on a points basis (based on skillsets).

After an initial two years on the full-time AFWS, the permit could be extended for
another 3 years, provided there is sufficient evidence that the worker has fluency
in English and can contribute fully to the UK economy. There would be added
flexibility to switch employers, but workers must ensure that they are not out

of work for more than 90 consecutive days. Once this extended work permit
has elapsed, workers would have lived full-time in the UK for 5 years. Based on
existing migration rules, they then would become eligible to apply for permanent
residency. Workers not applying for permanent residency would leave the UK
upon expiry.

recognition of agri-food labour
needs in the Shortage Occupation
List.

The Government is looking at a
controlled immigration scheme, but
it remains unclear whether this will
adequately consider the agri-food
sector’s needs, particularly given

that the MAC appears to want less
‘cheap labour’ (in order to drive
productivity improvements). The
agri-food sector needs to make a
strong case for continued access to
migrant labour, as automation and
indigenous labour cannot satisfy
medium-term requirements.



To address this problem, we
believe that something like the
Agri-Food Workers Scheme (AFWS)
outlined in Figure 8 should be
considered. Its advantages would
include;

b Ability to recruit globally based

on the best available skills that the

UK agri-food industry requires.

D Two strand approach (full-time

and seasonal) facilitates a targeted

and more manageable migration
policy, whilst offering flexibility as
requirements change seasonally.

D If coupled with a “fast-track”

trusted sponsor system, agri-food

businesses, particularly SME’s,
could quickly gain access to the
labour required.

D Staff turnover would be

minimised based on the Tier

2-3 Equivalent strand'’s criteria.

Temporary workers could extend

their stays and potentially apply for

a long-term permit.

Whilst the cliché
of migrant labour
is the seasonal
fruit or veg picker,
EU nationals are
firmly embedded
throughout the
food supply chain in
permanent jobs too.

_

D Workers who are unemployed
for a significant period would have
to leave the UK, thus minimising
the Exchequer burden.

D If automation and robotics
become more significant across
UK agriculture in the future, the
numbers recruited via AFWS could
be adjusted accordingly.

Farm Business Outlook

Migrant workers make a major
contribution to UK agri-food. Ending
free movement without addressing
the sector’s labour needs will make
taking advantage of future growth
opportunities very difficult, and
indeed without adequate labour
British production would contract.
This would exert greater pressure
on UK just-in-time supply chains at
a time of additional trade friction.
Given the Brexit uncertainties, it is
crucial that the agri-food industry
and policy-makers work closely
together to secure the sector’s both
immediate and long-term labour
needs.
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- Brexit

Michael Haverty
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As with last year, at the time of
writing (mid-October), the Brexit
process is again in a state of flux.
Despite earlier concerns that the
UK Government was heading
towards a No-Deal Brexit, a new
Withdrawal Agreement was reached
with the EU. However, as this
text has not yet been ratified by
Parliament, the PM was forced to
request an extension to Article 50.

In the event that Parliament ratifies
the new Withdrawal Agreement,
the UK would enter a Transition
Period where little would change
in terms of UK-EU trade until at
least January 2021, and most likely
a few years longer. Ultimately, it

is envisaged the eventual end-
point would be a comprehensive
Free-Trade Agreement (FTA). But,
if an agreement on the future
UK-EU trading relationship cannot
be reached, No-Deal remains a
possibility.

Irrespective of what form of Brexit
eventually emerges, one area that will
need addressing is that of Non-tariff
Measures (NTMs), also called Non-
tariff Barriers. These would apply
both under the eventual UK-EU FTA,
or under WTO trade after a No-Deal.
Summary estimates of their costs
are provided below as well as some
thoughts on mitigating their impacts.

What are NTMs?

NTMs are defined as; ‘government-
imposed trade regulations, faced
by trading businesses, which are
unrelated to tariffs or quotas and
which place non-price and non-
quantity restrictions on cross-border
trade.” This definition excludes trade
restrictions imposed by the private
sector (e.g. private standards), as
these non-tariff barriers (NTBs) can
be particularly difficult to quantify.

In the event that
Parliament ratifies
the new Withdrawal
Agreement, the
UK would enter a
Transition Period
where little would
change in terms of
UK-EU trade until at
least January 2021,
and most likely a
few years longer.

J

The graphic below summarises
what NTMs encompass. They
are mostly rules to prevent risks
to human, animal or plant health
arising from trade. But they also




Figure 9

Summary of Non-Tariff Measures and Barriers
in Agri-Food Trade

Customs Procedures

Sanitary and PhytoSanitary

(SPS) - disease & pest control,
food hygiene etc.

Technical Barriers to Trade (TBT) -

labelling rules, packaging, identity,

age, testing, certification etc.

Government Procurement

Rules of Origin

Private
Standards

Acceptance of
Imports

increase costs for trading businesses,
particularly arising from delays.

NTMs are much more difficult
to identify and quantify than
tariffs because they are difficult to
calculate, sometimes not applied
transparently and vary across
regions. Despite this, their impact
on agri-food supply chains can be
significant, especially for perishable
goods.

Several studies on NTMs have
taken a 'top-down’ approach using
complex macroeconomic and
econometric modelling to arrive
at NTM costs. Such estimates
frequently have limited relevance
to trading businesses, as they are
too generic to capture the various
nuances at play in individual
supply chains. To address these
shortcomings, Andersons used a
bottom-up approach to quantify
NTM costs across various agri-food
product categories. This involved
the compilation of estimates for
25-30 cost sub-headings within
each product area to give a much
more granular NTM figure. Two
main Brexit scenarios were modelled
— a Deal (Withdrawal Agreement
followed by a comprehensive Free-
Trade Agreement) and a No-Deal.

Non-Tariff Measure - Government Imposed

Direct Charges - fees, certificates, etc.
Inspection Costs — vets, sampling, etc.
Agents Fees

Admin Time ==== \Vages
Delays Training
Systems
Product Deterioration
Haulage Waiting Time
Demurrage

Extra Stocks and Storage

Mon-Tariff Barriers — All Restrictions

Source: Andersons

The table below summarises the
results on an ad-valorem equivalent
(AVE) basis — this looks at the cost
of NTMs as a percentage of the

prevailing market price for the good.

The results show that NTMs can
be significant. These estimates are
probability-based — i.e. they are the
average across the whole category.
In cases where a specific load was
selected for testing, the ‘per load’
NTM costs would be much higher
(>25% in the case of beef). For
such ‘unlucky loads’, product value
deterioration becomes substantial,
sometimes accounting for as much

Farm Business Outlook

as two-thirds of the overall NTM
cost. Even factoring-in probability,
value deterioration frequently
remains the key contributor. Itis
most prevalent in fresh produce
(e.g. salads) and chilled meat. These
estimates have been compiled on
the basis that UK standards are

the same as the EU's. If standards
diverge, NTM costs on EU trade are
likely to rise further. NTM costs are
lowest for bulk-shipped products
(e.g. sugar - 30Kt loads). For LoLo
(Load-On-Load-Off) and RoRo (Roll-
on-Roll-Off), load sizes are typically
14t to 18t and impact of regulatory
checks is much greater.

[Non-Tariff
Measures] increase
costs for trading
businesses,
particularly arising
from delays.

In many agri-food sectors
where profit margins are below
5%, NTM costs will erode business
competitiveness, particularly
for SMEs. That said, if NTMs are
applied to imports from the EU, this

NTM Costs for UK-EU Trade Selected Agri-Food

g o0 Products (AVE) %)
Product / Category | Range - Brexit Deal* | Range - No Deal*
Red Meat 1-3% 2-6%
Poultry Meat 5-8% 7-11%
Meat Offal 3-7% 6 - 12%
Dairy Products (ex. liquid milk) 1-4% 2-7%
Composite Meat Products 1-3% 4 - 8%
Live Animals 2-3% 4-7%
Seeds 0.5-6% 1-9%
Fresh Fruit & Veg 0.5-55% 1-85%
Cereals/Oilseeds - Bulk <0.1% =0.1%
Cereals Products - LoLo/RoRo 0.5-4% 0.5-75%
Sugar — Bulk <0.1% =0.1%
Sugar Products =1% 1-25%
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could present opportunities for UK
producers, particularly in areas such
as salads and chilled meat where
the UK is in deficit. Longer-term,
the extent to which UK producers
benefit will be determined by free-
trade deals that the UK seeks with
the likes of the US and Mercosur,
and the level of standards applied
to such trade. If the UK accepts
cheaper products, produced to
lower standards, then UK farmers will
be rendered uncompetitive.

Mitigating NTM Impacts
To minimise the impact of NTMs,
it is clear that a Brexit Deal, with
an adequate transition is much
better than No-Deal. A transition
longer than that currently proposed
(for example, 2-3 years) would
be sensible. A No-Deal would be
particularly detrimental if it eventually

£l ANDERSONS

resulted in the lowering of product
standards in the UK food industry.
Furthermore, if there is a
comprehensive mutual recognition
agreement with the EU, the need
for official controls and regulatory
checks could be significantly
reduced. Admittedly, this would
mean the UK closely following
the Single Market rules. However,
most industry professionals believe
that a robust mutual recognition
agreement is essential because
it would safeguard existing trade
with the EU to a great extent,
whilst protecting the integrity of
UK produce when marketing at
home and overseas. It would also
reduce the need for extra storage
to mitigate the impact of border-
related delays. Whilst technology
(e.g. e-certification) undoubtedly has
a long-term role to play in reducing

regulation, human intervention will
still be required in some areas (e.g.
veterinary checks) for a decade or so
as a requisite technology has not yet
been developed.

Finally, as the UK enters this period
of change, it is vital that there is
clear communication between the
regulatory authorities in the UK and
overseas, at both a policy-making
and operational level. Otherwise,
businesses could become tripped
up by unexpected delays at ports, if
there is confusion over new labelling,
for instance. Clear communication is
also required between UK regulatory
authorities and businesses,
particularly SMEs, many of which
will be facing additional regulatory
hurdles on cross-border trade with
the EU for the first time.
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Combinable -
Cropping

Despite both the uncertainty
surrounding our future relationship

Joe Scarratt and
Sebastian Graff-Baker

with the rest of the European Union
and a continued period of autumn
wet weather, which for some may

There will be some
excellent financial
results for the
harvest 2019 year
across the country.

be reminiscent of autumn 2012,
there are optimistic signs for the UK
arable sector.

In the short-term, there will be /

some excellent financial results -
for the harvest 2019 year across

Figure 11

the country, with wheat yields in
particular breaking records on
many heavy land farms. Whilst the
recording-breaking harvest (see
Figure 11) has seen prices slide,

UK Combinable Crop Output —

Source: Defra / Andersons

those that committed to early sales
should see some robust returns.

For the future, the key opportunity
lies in what we elect to plant
and where we choose to plant
it. Most rotations are organised
to maximise profits and therefore

2009 to 2019 the area of winter wheat. If we
35,000 3500 assume a prospective sale price of
mWheat m=Barley mm0ats £140 per tonne, many farms can
30,000  mmOther Cereals —Qilseed Rape 3,000 ¢ only generate profit where yield is
§ g more than 7.5t per hectare, if one
234000 2500 o | takes account of all costs (variable
§ 20,000 2000 D and crop related overhead costs)
e " 3| togetherwith an allowance for rent
=1 -
.2-15'000 1,500 é or a rent equivalent (i.e. finance
© 5— costs of land purchase). The
g 10,000 1,000 o equivalent break-even yield (at a
[:1]
v - - % sale price of say £330 per tonne) for
' OSR which, until recently, has had
0 - a dependable place in the rotation,
g 2 @ g 8 2 2 2 3 2 32 is in the region of 3.1 t per ha. The
R break-even yield for all crops in the

rotation can be calculated simply by
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dividing all of the costs (variable and
fixed costs) by the anticipated selling
price.

Whilst yield maps have been
available for some time, we as an
industry have not fully grasped the
opportunity to apply this information
to manage the future arable farm.
The reasons for this may include
insufficient yield data to properly
determine site-specific variation
and perhaps the misplaced belief
that all operating costs are outside
of our control. However, we are
now working in an era where the
collection of site-specific, soil and
crop data is available through the
use of autonomous devices and
vehicles. This type of information
provides the opportunity to reliably
identify the location of the land that
is producing a yield that is creating
either a profit or a loss.

We are already seeing this
autumn, robots undertaking weed
killing using electricity rather
than herbicides. It appears likely
that autonomous vehicles will
be developed to undertake other
crop management tasks such as
controlling pests and diseases in
either a more economic and /
or more effective way than the
current, conventional methods.
These technologies also provide an
improved ability to identify loss-
making areas and thus give growers
the opportunity not to crop areas
consistently delivering a loss making
yield. Such areas could be utilised
for other enterprises such as agri-
environment or livestock.

In order to properly grasp this
opportunity, though, we need
to deal with the restriction that,
apparently fixed (overhead) costs,
create. This aspect is particularly
difficult to tackle when the
investment in machinery is so
inextricably linked to labour and
so much of the labour is provided
by the very proprietors that could
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benefit financially from change. We
could, as an industry, ignore these
opportunities. But, as it is often
said, it is a matter of when, rather
than if, farm businesses respond to
a combination of static yield and
price and an underlying increase in
operating costs. We do not need to
adopt every technology available,
and the cost and complexity
associated with deploying new
technology has certainly been the
downfall of some. Nevertheless, we
need to identify those opportunities
which will allow us to assemble and
use information. Itis this better
understanding of the detail that

is often the difference between

the best and worst business
performance.

The key opportunity
lies in what we elect
to plant and where
we choose to
plant it.

When considering the future
nature of the arable farm we must

consider environmental concerns.
Whether Extinction Rebellion brings
about change or not, the direction
of travel is for a cleaner agriculture.
Clearly there are opportunities for
emitting less and capturing more

carbon and the arable farm has a
key role to play. If we are able to
understand how we can use our
soils to help with carbon levels
there is the potential for being paid
for something that the public are
looking for. Within agriculture there
is clearly an interest in pursuing low
disturbance cultivation or no till crop
establishment. Whilst not suitable
in all conditions, the adoption of
some aspects of reduced cultivation
enables both a reduction in
operating costs and an opportunity
for the sector to demonstrate it is
reducing carbon emissions.

Whilst no till / direct drills have
been available since the 1970s,
autonomous vehicles and the ability
to digitally record individual plants
have only recently been available.
So, whether one has been in the
industry for some time, or perhaps
are just thinking about getting
involved, there are a number of
exciting opportunities which the
current and emerging technology is
providing. Whether it is calculating
how much more profit could be
generated by not using land to
grow loss making yields or perhaps
looking at how new technology
can better help us manage the
inherent underlying site specific
yield variation, the opportunity for
improving business performance is
in our reach — irrespective of our
relationship with the rest of the EU!
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Potatoes
and Beet.

Nick Blake and
Jay Wootton

Sugar Beet

Unsurprisingly the quoted price
for the 2020 contract related to
zero crown / historic crown basis
has caused confusion amongst
some growers. So much so that
the NFU felt it necessary to issue a
clarification letter prior to contracts
being returned. As a reminder, the
change in tare policy means that
more tonnes will be paid for, hence
the reduction in price paid per
tonne (for a one-year contract this
means £20.99 per tonne on the old
system, compared to £19.60 per
tonne on the new one).

The marginal
increase for the
basic 2020 [beet]
price against the
2019 contract is
welcome news.

With one and three-year
contracts, and some of the latter
still operating from previous years,
it is now almost too complex to
summarise briefly the contracting
options available to growers, and
the possible final price outcomes

Cropping

when the sugar bonus is taken into
account.

This marginal increase for
the basic 2020 price against the
2019 contract is welcome news,

especially given the reduction

in gross margins of alternative
cropping since this time last year
(largely down to a reduction in
cereals prices).

Sugar appears to have
fared better than many other
commodities (such as wheat) in
the event of a no-deal Brexit, with
the UK Government proposing the
same tariffs remaining in place as
currently for imports (compared
to large reductions for many other
commodities). On the basis that
the UK is not self-sufficient in sugar
production, this could provide an
opportunity for the sector should a
No-Deal come to pass.

Assuming the UK does leave the
EU (which at the time of writing
remains uncertain), then the current
EU reference price-based bonus
mechanism will be replaced by
an independent auditor, who will
determine the bonus price based
on a number of factors, including
British Sugar's export sales by value
and tonnage.

The prospect of sugar beet
production falling into fewer hands
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suggests opportunities for scale,
with a perception that size of
operation brings reduced costs of
production. Our experiences in
other sectors suggests that there
are also challenges with this system;
management over-stretch, high
rents, logistics and geography all
resulting in it being more difficult to
derive direct scale benefits than is
often believed.

One topic that features regularly
in client meetings is the difficulty in
finding profitable alternative crops.
For many arable businesses, the
need for a profitable break crop is
crucial, and if it wasn't for soil type
and location, some would be only
too happy to have sugar beet as an
alternative crop in their rotation.

Potatoes

As this article is being written, the
rain continues to fall. Last year we
described the 2018 growing season
as 'the most challenging in recent
history’. The 2019 harvest might be
remembered for the same reason.
In a difficult autumn, all other factors
being equal, will the size of the
grower influence the outcome?

The AHDB has reported that the
number of growers below 99Ha

Figure 12 5503 to 2018
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has continued to fall, with the
number of growers in the 100-
299 Ha and 300+ Ha increasing.
Although this is hardly surprising,
we consider the higher end of the
30-99 Ha category (and lower end
of the 100-299 Ha) could include
some of the most resilient growers.
Between 2013 and 2018 the AHDB
reported a reduction in planted
area for the 100-299 Ha category,
and only a small increase in the
largest category. Does this suggest
a halt to the trend for an ever-

GB Irrigated Potato Area —
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increasing area per business, and
a recognition of the issues related
to the management of large areas/
tonnages, which inevitably means
distance, rented land and stores.
In Outlook 2019 we also covered
the issue of water availability.
Figure 13 was published by the
AHDB in January 2019. The trend
downwards for land available for
irrigation was halted in 2018, with
a sharp increase. Clearly there are
good reasons why this would vary
on a year-to-year basis, but it is our
expectation that unirrigated land
will become a smaller percentage of
total production in the longer term.
As every grower will appreciate,
in quality terms, irrigation can make
the difference between a marketable
crop, and one thatends up ina
cow's stomach. In profitability terms
it will be the difference between a
positive and negative net margin.
However, the costs associated
with irrigation (labour, energy,
infrastructure, 3rd party costs) add
to overall cost of production. Whilst
this should result in more certainty in
quality and yield, the process ties-up
more working capital, and increases
the risk and the price certainty
required.
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John Pelham

Three issues have dominated
2019 — weather, labour availability/
cost and market supply.

Unusually wet weather on the
eastern side of the country (including
a 100 millimetre June deluge in just
four days — etched into the memory
of those who attended the Cereals
Event), caused extreme difficulties
for field vegetable growers. Many
crops were either not established

or written off, either before or at
harvest. Brassicas and vining peas
were most affected; as a result
shortages of cauliflowers, sprouts
and cabbage are possible. The
Government has launched a £2
million fund for growers in North
Yorkshire and Lincolnshire to provide
grants for repair costs.

The quality of labour and its
availability has been the pre-eminent
issue for 2019 and is likely to be for
2020. Horticulture recruits some
75,000 seasonal workers annually
for the husbandry and harvest of a
wide range of crops, including soft
and top fruit, asparagus, intensive
vegetables and ornamental crops.
For most growers labour is their
largest cost, often representing
40-60% of total expenditure. Whilst
uncertainty over our future position
in Europe is important, it is the
current weakness of Sterling that
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is having the greatest effect on the
cost of labour, as EU nationals see
opportunities to work at higher
wage rates in parts of the EU
that are closer to home. In the
last two seasons growers have
observed a noticeable reduction in
labour quality, resulting in reduced
productivity and increased costs of
production.

The quality of labour
and its availability
has been the
pre-eminent issue for
2019 and is likely to
be for 2020.

The significant cost increases
arising from declining quality and
reduced supply of seasonal labour
are having a twofold effect. Firstly, a
number of crops that until recently
were profitable are no longer
so. Secondly, some growers are
reducing their output to match
the restricted labour supply. The
often-expressed view that robotic
harvesting will address this labour
issue overlooks the fact that
commercially (depending on crop)
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such developments are at least five
years away, and possibly longer.
Such views probably also do not
understand that for a number of
crops harvesting only represents
some 30-40% of the total labour
requirement. Unlike the human
variety, artificial intelligence is
‘narrow’ — a robot designed to
harvest fruit would be completely
lost if tasked with pruning or
weeding. The Government scheme
for non-EU seasonal workers needs
to develop rapidly in numbers if it is
to sustain existing UK production.
The weakness of Sterling has
also inflated the cost of other inputs
sourced from the EU, such as plants
and trees. For some crops (e.g.
dessert apples) these increased costs
will have at least been offset, or
exceeded, by the higher sale price
of products where imports set the
market. However, this is not the case
for other crops (e.g. strawberries and

I/I
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The weakness of
Sterling has also
inflated the cost of
other inputs sourced
from the EU, such as
plants and trees.

asparagus) where imported produce
is not so relevant for much of the UK
season.

Over the last two decades,
supported by the EU Fruit &
Vegetables Aid Scheme (through
Producer Organisations), growers
have been highly successful in
increasing production to meet
growing consumer demand.

As a result, the turnover of
many businesses has increased
considerably. The challenge for

many will be to change their
behaviour when the market that they
supply no longer grows as it once
did, and where continuing expansion
of production will only drive sale
prices down towards (or below) the
cost of production. Perhaps the
restriction of labour availability will
prompt growers to re-assess what
constitutes the right scale for their
own business?

It is our experience that the most
financially successful businesses — as
measured, not by scale, but by their
capacity to generate profit and meet
their proprietors’ objectives — all
exhibit one common characteristic,
that is a very high level of attention
to detail. Growers should be aware
that as their business increases in
size, so it becomes more difficult
to maintain this key feature. Don't
lightly dismiss the old maxim ‘Less is
more’!
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Topical Issue -

Climate |
Change.& _'_J’
Cropping -

Pam Jacobs A 16-year old climate change
activist with 2.49 million followers
on Twitter has been nominated for
the 2019 Nobel Peace Prize. 74,000
fires have ravaged the Amazon
Rainforest this summer and a 315
billion tonne iceberg has just broken
off Antarctica. Climate change and
global warming has captured the
attention of the world's media and
global leaders. Change is undeniably
on the horizon. With this will come
pressure on all parts of society

to do its bit, and the agricultural
industry will not be an exception to

Figure 14 UK GHG Emissions - 2017
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use and forestry. Actual gross emissions are 10%.
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this. However, as seen throughout
history, the industry is capable of
rising to the challenge.

GHG Emissions &
Agriculture’s
Contribution

In 2017 the UK produced 460.2
million tonnes of greenhouse gas
(GHG) emissions, of which 10% (45.6
million tonnes) was produced by
agricultural practices. In contrast,
during the same period, farming only
contributed to 0.59% of UK GDP.

The British Climate Change Act in
2008 targeted an 80% reduction in
GHG emissions by 2050, however
more recently the UK Government
has committed to the target of
achieving Net Zero carbon emissions
across the country by 2050. At the
same time the NFU set an even
greater challenge of achieving the
same for the agricultural industry
alone by 2040. Although the policy
and mechanisms to achieve this
have not yet been laid out in detail,
many producers have begun to
consider how this could be achieved.

Agriculture is already ranked in
the top five industries producing
GHGs in the country. However,
consideration also needs to be given
to the value that land can provide in
offsetting emissions. Many believe
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that agriculture will play a large part
in the sequestering of CO2, not only
for emissions produced as a direct
result of agricultural production, but
for many other industries as well. In
other words, there is an opportunity
that farming could not only become
carbon neutral by 2040, but carbon
negative; removing CO> from the
atmosphere rather than adding to it.

To put this into context, 10
hectares of heavy disc cultivation
will produce approximately 896kgs
of CO». The options below
demonstrate how this amount of
carbon could be offset by:

D 0.19 Ha of broadleaf woodland

b 763m of flailed hedgerow

D 1,506m of uncultivated field

margins

D 0.01% increase in soil organic

matter

2 ANDERSONS

On a national scale it is believed
that a combined approach across
the industry incorporating the
following 3 Pillars, as set out by the
NFU in the ‘Achieving NET ZERO’
report, will enable agriculture to both
meet its targets and more;

1. Boosting productivity and

reducing emissions

2. Farmland carbon storage

3. Coupling bioenergy to carbon

capture, utilisation and storage

Consideration also
needs to be given
to the value that
land can provide
in offsetting

emissions. j
o
X

Across the UK there are
over 475,000km of managed
hedgerows which are estimated to
store 550,000 tonnes of carbon.
Combined with the 9.1 million
hectares of utilised agricultural land,
of which 3.8 million is uncultivated
permanent pasture, it is clear that
agriculture already contributes
a significant proportion of the
UK's carbon sink. There is huge
opportunity to expand and exploit
this alongside Pillars 1 and 3.

The optimists among us,
more willing to embrace these
opportunities could have the upper
hand. Across the sector these
businesses are already calculating
what environmental value could be
added to their Balance Sheets; the
real entrepreneurs will be those who
can extract the maximum financial
return!
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Mike Houghton
and Oliver Hall

The dairy article in this edition
of Outlook falls into two parts.

2019 the imports of various
European goods into the US will be

Firstly, we look at the prospects for
the dairy industry in general, and
particularly where milk markets are
heading. Then, we focus on an
area that is likely to be of increasing
importance on dairy farms over the
next few years - finding the right
staff.

The Milk Market

UK milk production remains
high and this looks set to continue
through into 2020 although growth
may slow, with a smaller herd and
lower concentrate feeding than
in the winter of 2018/19. Plentiful
domestic supplies are one of the
factors putting pressure on prices.

The rest of the EU shows a mixed
picture, with some major producers
(e.g. Ireland) expanding, whilst
others (e.g. Netherlands, France)
seeing a decline in supplies. Other
major production regions around
the world, especially New Zealand,
are forecasting increases in output
over the coming months. Demand,
notably from China, has been strong
through 2019 and looks set to
remain so for the next few months.

One new issue to contend with
in 2020 is US tariffs on EU dairy
products. From the 18th October

subject to additional levies. This is
in response to a WTO ruling that
the EU gave illegal subsidies to
the airplane manufacturer Airbus.
This gave the company an unfair
advantage over its rivals, including

the US company Boeing. For dairy
exports, cheese is likely to be the
most heavily affected in the UK.
Tariffs here have been set at 25%.
Last year around 4% of the UK’s
total cheese export went to the US,
almost all of which will be affected
by the new tariffs.

UK milk production
remains high and
this looks set to
continue through
into 2020.

o

UK milk prices have remained
relatively consistent until now.
However, fat prices have been
slipping for some time which, when
combined with high domestic milk
production and market uncertainty
‘post-Brexit’, is likely, in our view,
to see further farmgate milk price
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reductions as we go into the first
half of 2020.

There is an increasing
polarity between liquid milk
and manufacturing prices. It
has been widely reported how
difficult the liquid milk sector is,
with some processors tied into
unprofitable retail contracts. The
fate of Tomlinsons’ Dairy is a stark
illustration of this. Muller is also
reviewing its operations in Scotland
due to having more milk than the
liquid market requires. Hopefully,
during 2020, there will be a
realisation among the major retailers
that they need to allow adequate
margins to be made by all the
elements in the liquid milk supply
chain (including producers) if there
is to be a healthy sector long-term.

Lower feed and fertiliser costs
may help to offset any decline in
milk prices, but the profitability
outlook for 2020 currently looks
less benign than for the year just
gone. Longer-term, additional
costis likely to be imposed on the
sector through greater regulation on
emissions (e.g. ammonia). This all
contributes to the relentless ‘creep’
upwards in overhead costs. Labour
also plays a key part in this, the
subject that we turn to next.

Who's Going to

Milk the Cows?

A RABDF-funded YouGov poll
surveyed 2,000 UK adults in 2017
to find out how acceptable they
would find the option of working in
the dairy sector. Just 4% of those
questioned stated they would
consider all six features relating to
dairy farming acceptable in a job
role. With the current fix of foreign
labour coming under pressure (it is
estimated that 11% of the UK dairy
work force are non-UK) the serious
question is who is going to milk the
cows in the UK?

The background to the issue is
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UK Unemployment % -

Figure 15
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the current low UK unemployment
rate, with June to August 2019
ONS data showing just 3.9% of the
workforce unemployed. This is the
lowest level since the early 1970’s.
In a tight labour market, there are
plenty of other options if people
are dubious about the attractions of
dairying.

Finding people to work in
primary agriculture in a developed

economy will always be a challenge.

A mindset change is needed that
understands that farm labour is not

just a commodity you can buy off

a shelf. You have to compete in
the marketplace to ‘sell’ the job you
have and what your business can
offer the employee. We examine
three main areas where producers
need to compete in to attract the
best people on farm.

Money: Are we paying enough to
be attractive? In Figure 16 we have
plotted four points on the UK's Total
income before tax percentile income
distribution curve, indicating what

UK Average Earnings —

Figure 16
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staged progression the UK dairy
industry is currently offering, in our
opinion. These are assumed with
the benefits of housing included.
At an entry level herdsperson job
(£27,500) you already have the
60th highest income in the average
room of 100 people. By dairy farm
manager (£46,000) you are up to
86th. As an operator of a well-run
dairy joint venture you could be the
96th percentile, earning £82,000.
So, based on other average salaries,
you can progress from the salary
of a construction operator to that
of solicitor; top operators on dairy
farms can make the same average
salary as an airline pilot. We are
competitive in this area, but how
many people actually know or shout
about the money you can earn
working on a dairy farm in the UK?

Time: The average hours worked
per week in Agriculture, Forestry &
Fishing is 43.9 (ONS data). When split
into males only, this increases to
47.1 hours per week (Ed — does this
mean that men are harder working?
Or just that they take longer to do
ajob than women . .. ?) The UK
average is 32.1 hours per week. For
comparison manufacturing is at 36.3
hours and construction 37.3 hours.
And the teachers, . .. 28 hours.

As average income per hour

has risen, a large proportion of the
population value the time they have
outside of work very highly. Farming
is operating way above average
in terms of hours per person. To
attract people to the industry a
move needs to be made to a lower
hour-per-employee model. A target
would, be can you get hours per
person under 40 hours per week?
This means inevitably paying
more per hour worked. The reality
is the lowest paid workers in society
are rapidly heading towards £10
per hour plus. The challenge is that
time has to become more valued
on a dairy farm. What tasks need to
be streamlined? What investments
could provide a return by lowering
the hours needed to run the farm?
The challenge is then operating
a seven-day-a-week business
with people only working 40hrs a
week. But plenty of other industries
operate in this environment. This
involves well-planned rotas and
good standard practices of working,
so tasks can be simply handed
between different employees for
different days or shifts. With this in
place, using part-time employees
also becomes easier and can form
part of the solution.

Livestock

Conditions & Environment:
Working predominately outside with
dairy cows doesn't always give the
easiest of working environments.
But it's the extra bits on farm that
make the difference. Is everything
working on your farm? Is every area
a safe place for people to work?
Can employees go to a place on
your farm to have a break in a warm,
dry comfortable environment with
an internet connection? Simple
small spends can create these
conditions and people do value
them.

But it is not just the physical
things that people value in a job;
is your team fun and exciting to
work in? Ultimately the culture is a
representation of the business and
the owners/leaders in the team. Do
people walk round your farm with
a smile? A good KPI is what is your
% turnover of employees in a year?
Over 18% is above average. Perhaps
some exit interviews could indicate
what needs to be improved on your
farm?
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Charlotte Dun
and Ben Burton

2019 has seen good grass growth
across the country, reducing the
levels of concentrate feeding
required and providing businesses
with bumper forage yields to take
into the 2019/20 winter. The
downward trend in cereal prices
combined with high yields means
feed barley, in particular, is readily
available at much lower costs than
last year. Straw supply is well in
excess of 2018, which in turn will
bring prices to a reasonable level.

All this suggests a much lower
cost of keeping cattle through
to spring 2020. However, the

UK Beef Prices (Deadweight) —

Figure 17 5013 to 2019
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balancing factor is low GB farmgate
cattle prices.

Demand at a
consumer retail
level has been
struggling.

UK beef prices have been on
a downward trend since autumn
2018. Despite a slight rally in April
and May 2019, the GB R4L steer
price has fallen by 48p since mid-
September 2018, the biggest drop
since 2014. Itis not uncommon for
prices to drop in the early part of
the year due to weaker demand for
valuable cuts at this time, however it
is uncommon for prices to fall as far
and for as long.

Demand at a consumer retail
level has been struggling and,
according to data released by
Kantar, it appears that ‘cheaper’
cuts have been taking up a higher
proportion of sales. Market reports
from MCA also show that beef
consumption in the food service
sector has declined. Compared to
the summer of 2018 where BBQ
sales soared due to the heat wave



and football World Cup, the summer
of 2019 has seen an inconsistent
weather pattern with days of
extreme heat followed by torrential
rain and thunderstorms. Figures
provided by the AHDB show that
the total overall beef protein volume
and spend sales are down year-on-
year over the past 52 weeks.

Despite an increase in the
volumes of domestic beef exported,
prices achieved have been poor.
This suggests exports are, in part,
clearing the market, rather than
there being a strong overseas
demand drawing on UK beef.

Fresh boneless cuts that attract the
highest price have been in decline
and have been replaced with
shipments of frozen boneless cuts
that are more than compensating

in volume, but attract a much lower
price. UK import volumes on the
other hand have declined, deterred
by the lower prices. Over half of
the total reduction in imports can
be attributed to less frozen boneless
beef coming into the UK.

Of course, global trends influence
UK import and export prices.
Industry reports suggest that beef
wholesale prices around the world
have weakened. Global farmgate
prices are generally under pressure
currently, although recent sharp
movements in several currencies
complicate the picture.

More positively, there is the
expectation that Chinese demand
for protein will help underpin the
global market in the coming months
and even years. The significant
increase in demand for red meat
due to African Swine Fever in
Asia could provide significant
opportunities at a time when the
British red meat industry faces
heightened uncertainty.

Beef has been at the centre of
much media scrutiny over the past
year; headlines such as “eat less
beef to save the environment”, or

In order to optimise
their financial
returns, beef
producers must
start to produce
and sell the type
of finished cattle
markets really want
and are willing to
pay for.

“red meat increases your chances of
cancer” have proliferated. Very little
has been done by the agricultural
industry to defend the red meat
sector. Many reports, especially
with regards to climate change,
have shown little understanding
of the UK's unique grass-based
methods of livestock rearing. (This
subject is covered in more detail in
the “Topical Issue’ later — Ed). Some
forecasts predict that red meat
consumption will fall by 20% over
the next decade, meaning action
must be taken to protect the sector.
It has become increasingly
difficult for farmers to produce
positive returns on suckler herds;
gross margins are unable to cover
the rising costs of overheads,
particularly labour and machinery.
Data produced by the AHDB
shows the top 25% performing
suckler herds are making 14 pence
per kilogramme net economic profit
per finished calf and 27 pence per
kilogramme net economic profit per
store calf sold. Compared to the
bottom third, top third producers
purchased lighter animals at a
lower price per kilogramme, had
higher growth rates over a longer
feeding period and sold animals at a
higher weight and higher price per
head, although a lower price. The
recurring trend throughout the top
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performing 25% of suckler herds

is operating on extensive grazing
systems, which in turn reduces
housing costs. For example, the
bedding costs of the bottom 25%

of farms is four times those of the
top performing farms. Another
significant difference in the best
performing farms is their paid labour
costs. Those operating with high
paid labour costs are unable to
make a positive return, despite often
having the highest market prices.
Suckler herds must look to re-
evaluate their systems, maximising
the use of grazing, whilst feeding to
produce high quality carcases.

In order to optimise their
financial returns, beef producers
must start to produce and sell the
type of finished cattle markets
really want and are willing to pay
for. ldentifying a target market
and building relationships with
customers is key to successful
cattle finishing. Producers must
aim to produce cattle that meet the
customer’s specific needs, whilst
presenting clean, healthy animals
and hitting the right specification for
conformation, fat class and weight.
Sending overfat cattle to slaughter
is costing UK producers over £8.8
million per year. It takes four times
the amount of feed for an animal to
gain a kilogramme of fat compared
to a kilogramme of muscle. This
therefore refers back to the earlier
point that beef producers must look
for better systems for rearing cattle,
whether it be extensive grazing
over a longer period of time or fast
finishing stock to maximise muscle
development.
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David Siddle

Figure 18 4995 t0 2020

Spring 2019 generally saw
much better weather for lambing
as compared to 2018 where the
‘beast from the east’ took its toll
on lamb survival rates. For much
of the country, again in contrast to
2018, the 2019 season has been
good for grass growth, with much
reduced concentrate use and lambs
coming to the market quickly.
Sheep farmers are well supplied with
winter fodder and ewes look set to
be in good condition for tupping, all
of which bodes well at a practical
level for 2020.

The breeding flock appears to

UK Sheep Breeding Flock (December Survey) —
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In autumn 2019
farmers appear
to have taken an
optimistic view
judging by store
lamb prices.

be contracting and at 14.1 million
ewes is the smallest recorded

since 2010. The December 2018
census reported a 4% year on year
decline in the UK flock, with AHDB
forecasting a further small decline in
autumn 2019; suc