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INVESTMENT INSIGHT QUARTERLY  

MARCH 2010 

New Zealand update 

The New Zealand (NZ) economy is in a steady 
position with cautiously promising signs as it 
moves out of recession.  

The recession appears to be coming to an end (see 
Table 1) in most countries although the strength 
and stability of the recovery remains unclear.  The 
Asian countries continue to outperform which is 
positive for a number of farm enterprise classes 
including dairy and gold kiwifruit. 

  

Table 1  

 Economic Growth 
 Annual Average % Change, March Year 
 2006 2007 2008 2009 2010f 2011f 

 % % % % % % 
USA 3.0 2.6 1.7 -0.3 -1.2 -2.7 
UK 2.3 2.9 2.4 -0.6 -0.3 1.2 
Euro-Zone (1) 2.1 2.9 2.2 -0.6 -3.1 0.8 
Japan 1.9 2.1 1.6 -2.0 -3.9 1.4 
China 10.7 11.7 11.2 89 8.8 9.5 
South Korea 4.4 5.1 4.3 1.6 1.0 4.5 
Australia 2.8 3.2 3.5 1.8 1.4 2.9 
       
Trading Partners 3.9 4.0 4.4 0.5 0.5 2.6 
New Zealand 3.0 1.8 3.1 -1.1 0.4 2.6 
 
(1)Euro-zone comprises countries using the Euro currency 
f Forecast 
Source: NZIER estimates and forecasts 

 

The NZ$ has been strong vs. most of its key trading 
currencies (see charts opposite) but its fall in early 
February against the $US is advantageous for on-
farm profitability. This weakness is however 
unlikely to last. 
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Last updated 12/2/10 
Source: Reserve Bank of New Zealand, Reuters, NZFMA 
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Last updated 12/2/10 
Source: Reserve Bank of New Zealand, Reuters, NZFMA 

 

A prospective free trade agreement (FTA) with 
India would further boost the strength of NZ’s 
trading position in the fast growing Asia/Pacific 
region. New Zealand already has an FTA with China 
and a trading relationship that has “never been 
better” according to NZ Trade Minister Tim Groser 
recently. 

Agro-Ecological  
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Enterprise Views 

Dairy 

The developments in the dairy sector in the latter 
part of 09 and early 10 have borne out and entirely 
supported the analysis of our ‘Window of 
Opportunity’ Investment Insight of July 09 
 http://www.agro-ecological.com/research-papers/window-of-
opportunity.pdf. 

The recovery in dairy commodity prices has seen 
recent slippage but the forecast payout ($6.05/kg 
milk solids) is still well above the $4.55 forecast of 
last year. These figures do not include the 
additional premium achieved by milk in conversion 
($0.45/kgms) or fully certified organic milk ($1.05). 

The recovery in dairy commodity prices has not 
fuelled increases in land values but has merely 
acted to reduce the debt induced stress levels in 
the dairy farming community and the talk of bank 
managed asset sales, although the serviceability of 
debt still remains an issue for farmers. The current 
dairy sector farm debt levels at 50% are well above 
the more standard 35%. 

There is currently good availability of properties, 
which we believe is due to people deciding that 
the milk price recovery is a good opportunity to 
get out for reasons such as retirement and debt 
management.  

The investment environment therefore remains in 
the buyer’s favour.  Farmland remains more 
affordable to $US and Euro based investors than it 
was two years ago. It is a matter of how long that 
situation will last, as dairy commodity prices move 
higher and on-farm debt is reduced. 

Agro-Ecological (AE) has been approached directly 
regarding investing in a number of excellent sized, 
high quality, and well managed dairy operations. 
These opportunities are not currently available on 
the market and are a good indication of the 
strength of AE’s industry connections and 
therefore our ability to generate sound investment 
propositions otherwise unavailable. 

The economics of organic dairy production remain 
superior to conventional, demand continues to 
grow in both Asia and North America and we 
maintain our extremely positive view of organic 
dairying in New Zealand. 

“The economics of organic dairy production 
remain superior to conventional..” 

 

 

 

 

 

 

 

 

 

Kiwifruit. 

Kiwifruit is in what has been described as a ‘state 
of flux’ but organic gold kiwifruit is performing 
extremely well, driven by Asian demand. This in 
turn is putting upward pressure on gold orchard 
prices. 

The conventional green sector is underperforming 
financially in comparison to organic. The official 
data suggests organic generates net per ha returns 
approximately 400% greater than conventional 
(see below). In practice on the ground, superior 
operations will achieve in the region of 650% 
outperformance this season. 
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OGR – Orchard Gate Return 
OOC – On-Orchard Cost 
Source: Zespri NZ 

Organic green orchards are currently valued in the 
region of 25% above conventional per ha. 

The organic green kiwifruit sector is performing 
well in the face of limited market growth as a 
result of the recession, and medium term 
prospects are positive. Overall it is a very 
interesting sector and one where there are and 
will be attractive investment opportunities, for 
those with the ability to access them.  

As with other enterprise sectors it will require and 
reward thorough analysis, understanding and 
depth of knowledge. 

Activity 

We are aware of European based funds investing in or 
considering investing in conventional NZ dairy farms, but 
on an individual farm syndicate basis, which we believe to 
be riskier than on a sophisticated portfolio basis.  
  ______  

The NZ press often carries stories of conventional dairy 
farming’s negative environmental impact, which is 
invariably referred to as ‘dirty dairying’. This is obviously 
potentially damaging for any fund management 
reputation. 

For any investor with a sustainable and responsible 
understanding/mandate the stark contrast in the 
environmental performance of organic vs. conventional 
dairy will be a material investment consideration. 
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Apples 

Organic NZ apple returns from the 2009 season 
were below expectation because of the effects of 
the recession and increasing global organic apple 
supply. The 2009-10 growing season has been 
quite challenging and the 2010 crop yield 
(production) is expected to be well below last 
year’s. 

The industry has come under some financial 
pressure because of these events and confidence 
has been affected. While the dip in organic grower 
fortunes is expected to be temporary, some 
growers are re-considering their futures. Very few 
organic certified orchards have been offered for 
sale over the past 5 years, but a number of 
properties have been listed over the past few 
months. 

An interesting feature is that a number of these 
sales are from one major player in the organic 
apple sector who is seeking a leaseback option on 
the orchards they have for sale. This suggests 
business specific issues but a positive long term 
view of organic apple production prospects. We 
also take a positive medium and long term view of 
organic apple production. 

Beef/Sheep 

Pessimism in the conventional sector and the 
availability of high quality, good sized properties in 
Agro-Ecological favoured regions are key 
characteristics of the beef/sheep sector in early 
2010. 

A negative outlook for the conventional sector 
(beef & lamb) based on a high forecast level for 
the $NZ of US$0.73 from Meat & Wool New 
Zealand’s ‘Mid Season Update 2009-10 
(http://www.meatandwoolnz.com/download_file.cfm/Mid_Season_Upd

ate_2009-10.PDF?id=1910,f) suggests pressure on farm 
incomes and is likely to provide good opportunities 
to secure superior quality assets.  

The global organic market for animal protein 
continues to be positive, particularly as important 
markets such as the UK emerge from recession. 
The long term ‘pastoral protein’ fundamentals are 
undimmed and investment conditions supportive 
of buyers. 

These farmland assets managed organically-
ecologically continue to offer the potential to 
generate enhanced income levels and asset 
appreciation through increased sophistication of 
enterprise blend, management knowledge and 
diversity of production systems (income streams). 

We remain extremely positive in our view of this 
farmland/enterprise class from a long term, global 
investment perspective. 

Mixed Cropping 

The grain harvest is now (early February) in full 
swing in Canterbury (South Island) which means 
the end of the 2009/10 season is in sight.  The year 
has been a climatic mixed bag, including a cooler 
summer, which re-enforces the advantages of 
having a diversified portfolio of farms both in type 
and location.  

Crops that dislike hot temperatures, such as peas 
and potatoes are looking very healthy with some 
exceptional pea yields.  Heat loving crops such as 
sweetcorn, however, are about two to three weeks 
behind.  The El Nino weather pattern means that 
the hottest weather in the South Island is 
happening right now (early February), so even 
though some crops are a bit late the current heat 
will result in the harvest still being a successful 
one.   

On the pasture and stock front, performance has 
been above average with a record lambing 
percentage this year.  The periodic rain means that 
irrigation costs have been reduced, further 
boosting profits.  In comparison the North Island 
has been having a dry summer in several places 
including unusually high soil moisture deficits in 
Northland (declared a medium level drought zone), 
parts of Waikato and the Bay of Plenty. This 
highlights the importance of maintaining high 
organic matter levels to maximise soil moisture 
holding capacity in order to maintain performance 
in dry conditions.   

Prices of farmland remain attractive at around 
NZ$35,000 per ha, and market demand for organic 
produce continues to grow.  

The value/price of these assets is largely dictated 
by the fortunes of the dairy sector as dairy 
competes with arable cropping as a land use. 

The ability to directly link mixed cropping and dairy 
systems organically, remains a powerful 
agronomic, risk management and investment 
blend. 

This type of resilient, integrated system is in our 
opinion the ‘jewel in the crown’ of any organic 
farmland portfolio. We maintain our considered 
view that the investment performance prospects 
for these farmland assets are extremely positive in 
a long term, global context. 
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NZ Climate Outlook: February - April 2010 

The current El Niño continues at moderate 
strength in the equatorial Pacific, but is likely to 
weaken during the autumn.  

The mean sea level pressures are likely to be 
higher than normal to the north of the country, 
which is associated with slightly stronger than 
normal westerlies. 

Current drier than normal soil conditions and river 
flows are likely to continue in the north of the 
North Island, and are likely to prevail in the east of 
the North Island, near normal or below normal in 

the rest of the North Island, near normal in the 
north and east of the South Island, and normal or 
above normal in the western South Island.   

Rainfall totals are likely to be in the normal or 
below normal range in the north and east of the 
North Island and in Marlborough, normal or above 
normal in the western South Island, and in the 
normal range in other regions.  

Temperatures are likely to be near average or 
below average in all regions, over the three 
months as a whole. (Source: NIWA) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Research Papers  
(available on our website) 

Comparative Analysis of Organic and Non-Organic 
Farming Systems: A Critical Assessment of Farm 
Profitability (FAO) 
ftp://ftp.fao.org/docrep/fao/011/ak355e/ak355e00.pdf 

Some of the key points: 

 Organic crop yields are higher in cases of bio-
physical stress (e.g. drought); 

 The higher outcomes generated by organic 
agriculture are due to premium prices and 
predominantly lower production costs; 

“...the analysis of the compiled studies 
demonstrates that, in the majority of cases, 

organic systems are more profitable than non-
organic systems.” 

Organic Agriculture and Carbon Sequestration 
(FAO) 
ftp://ftp.fao.org/docrep/fao/012/ak998e/ak998e00.pdf 

Some of the key points: 

 Recent studies have highlighted the 
substantial contribution of organic agriculture 
to climate change mitigation and adaptation 

 All available studies showed higher carbon 
stocks in organic systems as compared to 
conventionally farmed sites. 

 Two randomized long-term trials comparing 
organic and conventional farming practices for 
over 20 years showed remarkable higher 
carbon contents in the organic plots. 

 “There is scientific evidence that organic 
agriculture can sequester more carbon than 

conventional agricultural practices or inhibit the 
carbon release” 

ftp://ftp.fao.org/docrep/fao/011/ak355e/ak355e00.pdf
ftp://ftp.fao.org/docrep/fao/012/ak998e/ak998e00.pdf
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Low Greenhouse Gas Agriculture (FAO) 
ftp://ftp.fao.org/docrep/fao/010/ai781e/ai781e00.pdf 

Some of the key points: 

 The diversity of landscapes, farming activities, 
fields and agrobiodiversity is greatly enhanced 
in organic agriculture, which makes these 
farms more resilient to unpredictable weather 
patterns that result from climate change. 

 Organic agriculture systems build on a 
foundation of conserving and improving 
diversity by using diverse crops, rotations and 
mixed farm strategies. Enhanced biodiversity 
reduces pest outbreaks. Similarly, diversified 
agro-ecosystems reduce the severity of plant 
and animal diseases, while improving 
utilization of soil nutrients and water. 

 Sustainable and organic agriculture offers 
multiple opportunities to reduce GHGs and 
counteract global warming. 

 “In order to reduce trade-offs among food 
security, climate change and ecosystem 
degradation, productive and ecologically 
sustainable agriculture is crucial.” 

Organic Agriculture and the Global Food Supply 
(Renewable Agriculture and Food Systems)  
http://journals.cambridge.org/action/displayAbstract?fromPage=online
&aid=1091304 

Some of the key points: 

 Organic methods could produce enough food 
on a global per capita basis to sustain the 
current human population, and potentially an 
even larger population, without increasing the 
agricultural land base. 

 It is time to put to rest the debate about 
whether or not organic agriculture can make a 
substantial contribution to the food supply. It 
can, both locally and globally. The debate 
should shift to how to allocate more resources 
for research on agroecological methods of 
food production and how to enhance the 
incentives for farmers and consumers to 
engage in a more sustainable production 
system. 

“Organic agriculture has the potential to 
contribute quite substantially to the global 
food supply, while reducing the detrimental 

environmental impacts of conventional 
agriculture.” 

 
Other Research Papers 

Fighting Climate Change with Grassland (FAO)  
http://www.fao.org/news/story/en/item/38916/icode/ 

Eating the Planet (Compassion in World Farming) 
http://www.ciwf.org.uk/what_we_do/factory_farming/eating_the_plan
et.aspx 

Synthetic nitrogen fertilizers deplete soil nitrogen: 
A global dilemma for sustainable cereal production 
(Journal of Environmental Quality) 
http://jeq.scijournals.org/cgi/content/short/38/6/2295 

The Myth of Nitrogen Fertilization for Soil Carbon 
Sequestration (Journal of Environmental Quality) 
http://jeq.scijournals.org/cgi/content/full/36/6/1821 

News Articles. 

Billions more Mouths to Feed – The Spectator 
10/02/10 
http://www.agro-ecological.com/papers/dominic-midgley-looks-at-
funds-investing-in-farmland-spectator.pdf 

Belching Cows can help to rescue our Planet 
4/01/2010 
http://www.timesonline.co.uk/tol/comment/article6974621.ece 

Are Stocks or Farmland a Better Investment? – 
Cattle Network – 25/01/10 
http://www.cattlenetwork.com/Are-Stocks-Or-Farmland-A-Better-
Investment/2010-01-25/Article_Latest_News.aspx?oid=978540&fid=CN-
LATEST_NEWS_&aid=760 

How Eating Grass-Fed Beef Could Help Fight 
Climate Change – TIME – 25/01/10 
http://www.time.com/time/magazine/article/0,9171,1953692-1,00.html 

 
 
 
 
 
 
 
 
 

Forthcoming paper in Q2: Investment Advantages of Organic Agriculture 
 
 

This document is not directed to, or intended for distribution to, or use by any person or entity who is a citizen or resident of, or located in any locality, state, country or other 
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which would subject Agro-Ecological to any registration or licensing 
requirement within such jurisdiction.  
The information provided is not intended to be, nor should it be construed as investment, legal or tax advice. Agro-Ecological makes no undertakings regarding the information and 
does not accept any liability arising out of the use of, or reliance on the information. The information is subject to change and, although based upon information that Agro-Ecological 
considers reliable, is not guaranteed as to accuracy or completeness. 
All material presented in this document, unless specifically indicated otherwise, is under copyright to Agro-Ecological. None of the material, nor its content, nor any copy of it, may 
be altered in any way, transmitted to, copied or distributed to any other party, without the prior express written permission of Agro-Ecological. Agro-Ecological accepts no liability 
for loss arising from the use of the material presented in this information.  
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