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In this edition of The Stafford Agriculture & Food Diaries…

In this edition of the Stafford Agriculture & Food Diaries we focus on Australia and discover why the 
country is a prime destination for agriculture investment today and in the long-term. 

We examine the highs and the lows; the strategic 
advantages as well as the drought and productivity 
issues that discourages many investors. We review the 
Australian livestock sector and look at farmland ‘buy 
and lease’ strategies, which are increasingly compelling 
as a means of investing in agriculture both in Australia 
and globally. 

Also in this edition of Stafford Diaries we describe 
some of the recent activity in the agricultural 
commodity market and provide highlights of recent 
activity in the investment fund arena. 

This publication is brought to you by Stafford 
Agriculture & Food, a division of Stafford Capital 
Partners. It is the result of our own research. While 
every effort has been made to ensure the accuracy of 
this report, we do not accept liability for any errors or 
omissions. We have sourced factual claims from 
reputable sources and provided these for reference.

We hope you enjoy this edition of Stafford 
Diaries!
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Selected commodity market news

•   Global row crop prices have stayed relatively 
flat over the last year, with prices under 
pressure from high stocks but poorer seasons 
in Black Sea region and Europe providing 
support. Cotton has proved the exception with 
strong price growth in late 2017 lasting into 
June 2018, resulting from strong demand and 
supply challenges in China and India. 

•    Amongst other soft commodities, cocoa prices 
improved strongly in 2018 as supply was 
affected by El Nino and strong winds in West 
Africa, and sugar prices declined due to rising 
production in India and Thailand.

•   Global beef prices remained strong over the 
last year thanks to increased demand and 
falling herd sizes in Asia. In recent months, 
retaliatory Chinese tariffs on US pork have 
affected USA beef prices as falling domestic 
pork prices encourage consumers to switch 
from beef to pork. Australian beef prices have 
also been hurt by the recent drought in eastern 
Australia, but are still well above long-term 
averages.

•   Global lamb prices reached new heights in 
2018, driven by strong demand from China, the 
USA and the Middle East for both sheep meat 
and wool. Australian prices reached record 
highs despite increased production rates.

•   US permanent crops returns declined 
marginally during the past year. According to 
the NCREIF farmland index, US permanent 
cropland returned 8.25% in the trailing twelve 
months (TTM) to 2Q18 compared to 8.63% in 
the TTM to 2Q17. These lower returns were 
driven by a combination of lower crop prices 
and weak land price appreciation. It is too early 
to predict the impact of Chinese tariffs on 
permanent crop growers’ returns, which is likely 
to be negative, although it should be noted that 
only US citrus has a significant exposure to the 
Chinese market (a quarter of Californian citrus 
exports go to China).

Cotton producers enjoyed strong pricing in 2017/18 due to rising demand and supply challenges

www.staffordcp.com

3



Selected investment fund news

2018 has been another busy year for agriculture investors and managers. Activity tracked by 
Stafford includes:

• Controlled Environment Food Fund, launched 
by Equilibrium Capital, which invests in large 
greenhouses in the USA, passed its target of 
USD 250m in July and is nearing a USD 350m 
hard-cap. 

• Gunn Agri completed fundraising of almost 
AUD 200m for a northern Australia cattle fund. 
Gunn is now seeking to raise money for an 
almond co-investment and a row crop fund in 
Australia.

• Summit Ag Opportunities Fund is looking to 
first-close in September on USD 100m with a 
final target of USD 300m. Summit invests in 
agribusinesses across the USA with a return 
target of 20% net IRR.

• Bonnefield Financial reached its third close in 
August on Bonnefield Canadian Farmland IV, 
with total capital commitments of CAD 211m. 
The fund invests in row and permanent crop 
farmland throughout Canada, which it leases to 
industry operators. 

• Macquarie Bank completed the first close of 
its third fund, Macquarie Crop Partners II at 
USD 236m in December 2017. The fund, which 
operates as Viridis Ag, will invest in permanent 
and row cropping operations across Australia. 

Greenhouse production of vegetable crops is growing fast, particularly in North America
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The highs and lows of Australian agriculture

This edition of Stafford Diaries focuses on Australian agriculture. We have observed that some 
commentators and investors have a negative perception of Australian agriculture. This typically stems from 
two key concerns: water availability (drought) and productivity. We seek to show in this Diary that, while 
these concerns are real, they should not be overstated; and furthermore, there are compelling 
opportunities to invest in Australian agriculture for investors seeking risk-adjusted uncorrelated returns, 
portfolio diversification and stable income.

First, some background. Australia has a highly developed agriculture market, which, despite constituting a 
small share of national Gross Domestic Product (c. 3%), is a significant contributor to Australia’s balance 
of trade (around 14% of all exports in 2016/17). Australian agriculture benefits from access to cutting-edge 
technology, a skilled workforce, very low agricultural subsidies, large areas of farmland in different climatic 
zones (suitable for a variety of uses) and an extensive trading and distribution network. 

Australian agriculture by numbers:

• World’s 3rd largest exporter of beef and largest exporter of sheepmeat
• World’s 4th largest cotton and wheat exporter
• 80% of agricultural production is exported
• Total farmland assets of AUD 350-400bn
• Existing superannuation investment: AUD 5-10bn
• Average farm debt ~13% of LTV
• 90% of farmland is operated by family farmers
• Average age of farmers is 56 years, rising ~2 years every decade; this trend supports consolidation
• As of last census 88,073 agricultural businesses in Australia own 394 million hectares of land (just 

over 50% of the country). 
• Average income yields for large crop farms has been over 7% p.a. since 1991
• Top 25% of farms produce 80% of all profit
• Average land appreciation of 6.6% p.a. over last 20 years
• Farm liquidity ratio of ~3% per year
• Majority of farms cultivate a combination of row crops and livestock

Sources: MLA, ABARES, Rural Bank, Harcourts

Because of its geographical location, a Free Trade Agreement (“FTA”) signed with China in 2015, Indonesia 
in 20181, Korea in 2017, as well as the Japan-Australia Economic Partnership Agreement of 2017 and the 
ASEAN-Australia-NZ FTA of 2009, and a focus on consistent, high-quality and safe agricultural production, 
Australia’s agriculture industry is well-placed to prosper on the back of continued rising Asian demand for 
quality foodstuffs. 

The map overleaf highlights the geographic advantage Australia has over key agricultural rivals. For 
example, Australia can deliver grain to Indonesia in a week, compared to nearly a month from the Black 
Sea region. Shorter sea frights times compared to Canada are reinforced by the huge average distances of 
Canadian farms from the port at Vancouver (upwards of 1,500km). There are very few Australian farms, by 
contrast, more than 500km from their nearest port.

1  Negotiations for framework agreement Indonesia-Australia Comprehensive Economic Partnership Agreement (IA-CEPA) concluded in 
September 2018. Agreement is yet to enter into force. 

www.staffordcp.com
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Of equal importance, buyers in China and south-
east Asia who are concerned about food quality 
(particularly after recent scandals regarding home-
grown food standards), are willing to pay a higher 
price for quality-controlled Australian than for 
equivalent Russian and Ukrainian produce. This 
means that Australia sends milling wheat to China 
when Russian buyers are only able to send feed 
wheat (a lower grade product). The Australian 
livestock industry’s commitment to animal welfare, 
livestock traceability, food safety and quality 
also makes Australia a preferred supplier of high 
quality meat products to highly developed markets 
including USA, Japan and Korea.

Water, water – not everywhere

As the ongoing drought in parts of Eastern 
Australia has shown, water availability is a key 
issue and a focus for due diligence when making 
investments into Australian agriculture. However, it 
is manageable.

Australia is a country of climatic extremes; central 
Australia is a desert, while coastal fringes in the 
north / north-east are hit by tropical cyclones and 
monsoonal conditions in summer. Broad inland 
zones (in low rainfall areas), suitable for broadacre 
farming, are exposed to drought risk on a regular 
basis. This is nothing new; drought has long 
been the Australian farmer’s principal foe – back 
to the first recorded drought in NSW in 1803. It is 
as increasingly marginal tracts of land have been 
brought into production – and fears of worsening 
conditions have grown as a result of climate change 
– that this issue has gained currency. 

Obtaining water security is the key objective for the 
farmer. Security can be obtained via a number of 
means. The simplest is to buy farmland in regions 
with plentiful natural rainfall. However, these land 
parcels are consequently the most expensive – and 
may be beyond the reach of most farmers.

Major competitors in wheat exports to Asia

Source: Stafford Capital Partners
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A second approach is to purchase licenses to 
extract water from boreholes, dams and river 
systems. Most farmers dig their own boreholes 
to access water for livestock. Many will also use 
water from third party sources for irrigating crops. 
Australia has one of the world’s most sophisticated 
water markets in the Murray-Darling basin, which 
offers high, medium and low security water 
licenses. The value of these tradeable licenses 
fluctuates with the incidence of rainfall, meaning 
producers of the most valuable crops are willing 
to pay the highest price to access irrigation water 
during times of drought. In their business plan they 
must essentially balance the risk of being exposed 
to drought against the rising cost of acquiring more-
secure water rights. 

In our view, drought risk can be most effectively 
addressed through portfolio diversification. The 
correlation in rainfall between Perth and Sydney is 
0.038 (i.e. virtually nil); most of Western Australia 
(“WA”) has escaped drought this year, unlike NSW. 
Producers in WA have enjoyed not only benign 
conditions, they have been able to take advantage 
of raised domestic prices for grains caused by the 
drought, generating an uplift in returns. Investors 
who allocated to both Eastern and Western 
Australia have therefore realised an effective hedge 
which has protected their returns against this 
natural threat.

Productivity – problematical? 

In geological terms, Australia’s soils are old, 
meaning they are relatively low in nutrients and 
suffer from high salinity and high sodium 
concentrations (which variously cause soil erosion, 
runoff and waterlogging). For this reason, 
agricultural yields in Australia are considerably lower 
than regions with newer soils, especially Europe. 
For example, wheat yields in Australia average 2-2.5 
tonnes per hectare (“ha”); in the UK this figure is 7-8 
tonnes per ha. They are also slightly lower than the 
USA (3 tonnes per ha). 

What matters to the farmer (and investor), 
however, is not productivity per hectare but per 
dollar invested. Our analysis estimates gross 
income yields2 in 2017 to wheat farms in Australia, 
USA and Canada, based on data supplied by 
a variety of sources (shown overleaf). It reveals 
that farmland in all of the three principal Australian 
wheat states (WA, South Australia and New 
South Wales) delivered a higher income yield in 
2017 than comparable land in USA and Canada. 
Note that this was not an unusual year in terms 
of agricultural yields (tonnes per hectare) or price 
differentials between regions; the main driver of 
yield divergence was the lower cost of farmland in 
Australia on a per tonne of wheat produced basis. 

This analysis is backed up by Savills data for 2010 
and 2015, which credits Australian farmland as 
having a lower cost per tonne of wheat produced 
than USA, Canada, Brazil and France. On a risk-
adjusted basis Savills rates Australia second only to 
the USA, globally. 

2 Calculated as (per hectare) profit before tax divided by land value

www.staffordcp.com
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We think now is a good time to build exposure 
to Australian farmland. We’ve found it rewards a 
thorough-going assessment, despite perceptions 
to the contrary - and despite the extreme drought 
experienced in parts of eastern Australia this year 
- because of its in-built strategic advantages and 
its current agricultural situation. We have further 
identified the opportunity to assemble a portfolio 
that can outperform US and Canadian benchmarks.

In the following pages of this Diary we zoom in at 
the Australian livestock sector and discover that, 
here too, despite the severe challenges posed by 
drought for many producers today, there is a good 
opportunity for investors to gain exposure. 

Estimated gross income yields in 2017 to wheat farms in Australia, USA and Canada

Source: Rural Bank, ABARES, Confidential, USDA, FCC, Government of Manitoba, Statistics Canada, IndexMundi
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Australian livestock production and the impacts of drought

Drought is a common discussion point for investors looking at Australian livestock. The hard truth is 
that, yes, livestock production in Australia is more exposed to drought than in many other countries – 
but, the majority of agricultural businesses successfully manage it. Indeed, many sheep producers are 
today enjoying substantial margins as a result of very attractive pricing into Middle East and other Asian 
destinations. Even Australian beef producers, some of whom are currently suffering, went into the drought 
on the back of 5 years of good pricing and (by and large) favourable seasonal conditions.

Nevertheless, managing a livestock business through times of water scarcity can be tough. As irrigation is 
not available (or affordable) to all producers, most farms rely on rainfall to sustain pasture growth, in order 
to feed their animals, as well as to fill paddock dams for stock water. The present time is very challenging 
for producers in NSW in particular. The figure below illustrates the length and severity of the drought. A 
substantial percentage of Eastern Australia has received 0-3 decile rainfall in the last 12 months; that is, 
rainfall in the bottom 30% of recorded volumes. 

As rain fails and pastures decline, livestock producers are forced to either sell down their livestock 
(destock) or purchase supplementary feed to maintain production levels. For many producers however, 
choosing to retain and feed livestock during drought is not an option. In the case of the northern beef 
industry, specifically northern parts of Queensland, northern Western Australia and the Northern Territory, 
continuously feeding tens-of-thousands of animals spread across millions of acres is both financially and 
logistically unfeasible. During times of drought, these producers are forced to sell. 

Rapid destocking of livestock properties causes an oversupply of cattle into the domestic market. During 
drought, this oversupply is often reinforced by a lack of domestic restocker demand (producers looking to 
purchase stock to supplement their existing herds). This has transpired in 2018. The Eastern Young Cattle 
Indicator (EYCI), the benchmark pricing index for Australian cattle, fell AUD 110 cts/kg carcass weight (cwt) 
between January and August 2018, to AUD 450 cts/kg cwt, its lowest level since 20153.

3 As the graph shows, this is still above historical averages.

www.staffordcp.com
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The case for diversification across commodities, to mitigate the impact of drought, has never been more 
compelling. 

In contrast to the recent problems faced by the cattle industry – which, it should be acknowledged, come 
on the back of a number of years of good beef prices and favourable production conditions – the Australian 
sheep industry has gone from strength to strength, driven by strong sheep meat demand from China, the 
Middle East and the United States, as well as a rising wool market in China and Europe. 

Evidence of the strength of the sheep industry is reflected in the National Trade Lamb Indicator, which 
reached a record high of AUD 863 cts/kg cwt at the end of August. Sheep producers were quick to 
respond to these favourable price signals, selling down large numbers of stock resulting in higher than 
average slaughter rates and record lamb export numbers throughout the first half of 2018.

Source: MLA 

Despite this large influx of supply into the market, lamb and mutton prices remained resilient. 

Strong prices for sheep and mutton are forecasted to persist in Australia through 2018, as global demand 
continues to outstrip domestic supply.
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What does this mean for the investor? 

When evaluating livestock business profitability, 
it is important to look beyond commodity prices 
and seasonal conditions. Those producers who 
have been able to ‘finish’ livestock (that is, deliver 
livestock at a suitable live-weight and fat cover for 
slaughter) during this drought have been rewarded 
with historically strong prices. But it is likely most, if 
not all, of this additional value has been absorbed 
by the higher cost of production. 

Ultimately, profitability isn’t driven by high prices 
but by high margins. The best livestock producers 
in Australia consistently generate strong returns 
regardless of the commodity price or season. 
They do this by identifying key production drivers, 
constantly exercising rigorous input control and 
where suitable, diversifying. 

According to ABARES (a research organisation 
within the Department of Agriculture), Australia’s 
largest livestock producers, those over AUD 1 
million in turnover, returned annually 3-4% on 
capital (before appreciation) throughout the so-
called Millennium Drought, when meat prices 
remained stubbornly low. The ability of Australia’s 
top livestock producers to remain profitable during 
tough conditions and without state support in 
any meaningful sense is a true testament to the 
resilience and ingenuity of the industry. 

We anticipate similar or better returns during the 
present conditions for the top producers. This 
may include farms in high rainfall areas or farmers 
that de-stocked early before the full impact of the 
drought was recognised and may now be earning 
valuable agistment income from their neighbours. 
The critical objective for investors is to identify and 
partner with top-quartile livestock producers, who 
consistently outperform the industry benchmarks. 
These operators pro-actively navigate and adapt 
to changes in seasonal conditions and market 
indicators, successfully mitigating operational risks 
and maximising financial returns. 

We believe there is an opportunity for the investor to 
gain exposure to this industry in a considered way. 
That is to say, to benefit from the thematic growth 
story supporting livestock production (namely rising 
demand for protein and shrinking available land) 
through investing with the top producers while 
endeavouring to diversify. Stafford has created 
an opportunity for investors to gain this exposure 
through a buy and lease strategy; the next section 
of this Diary explains the attractions of ‘buy and 
lease’.

Ultimately, profitability isn’t 
driven by high prices but 
by high margins. The best 
livestock producers in Australia 
consistently generate strong 
returns regardless of the 
commodity price or season.

www.staffordcp.com
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Australian buy & lease strategies

Buy & lease strategies – which should really be called ‘buy and lease-out’ strategies, since 
they refer to the acquisition of land and the leasing of that land to third party operators – are 
becoming popular in Australia (and globally) as investors seek reliable income returns from 
uncorrelated assets. 

A common approach when buying and leasing 
land is the ‘sale and leaseback’ of an asset to 
the existing operator. Here, the owner-operator 
may have a long-term offtake contract with a 
supermarket or wholesale buyer and the need to 
continue to operate the asset to ensure product 
quality, quantity and the introduction of new 
varieties. But by selling the land to an investor and 
leasing it back (potentially for up to 20-30 years)
the operator can free-up capital to use elsewhere in 
their business.

In Australian broadacre farming, leases cover about 
10% of farmland, which is much lower than the 
equivalent figure in the USA and Europe (30-40%). 
Lease tenors are typically between 1 and 3 years. 

Leasing is advantageous to an operator who lacks 
sufficient scale to utilize his assets most effectively. 
Many farmers possess machinery to farm hundreds 
or thousands of additional hectares but lack the 
land to do so. Leasing is an attractive solution.

Stafford actively seeks partnerships with top 
quartile industry operators to manage farmland 
assets. These operators consistently outperform 
the industry benchmarks and Stafford will support 
them to do even better in the future.

Cross-bred weaners grazing improved pastures on a mixed farming operation in Australia
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For the investor, leasing reduces operational risk 
exposure and generates immediate biannual or 
quarterly cash flows. Since the investor owns the 
land, it also offers exposure to capital appreciation, 
which in Australia has averaged 3-7% p.a. for the 
last 30 years, depending upon the region.

Recent examples of buy and lease transactions  
in Australia:

• In August, Rural Funds Management purchased 
two Queensland grazing and cotton properties 
for AUD 28 million, which will be leased to 
Katena Pty (‘Bryant Beef’). Earlier in the year, 
RFM bought JBS’s five cattle feedlots and 
inventory for around AUD 300 million, which will 
be leased back to JBS.

• Since April, CBRE has been marketing the 
Adveq Almond Trust 2, which comprises 
12,000 hectares of almonds planted in Victoria’s 
Sunraysia region, long-term leased to Olam (the 
second largest grower and marketer of almonds 
globally). 

• In January, Milltrust acquired 550 hectares of 
dairy farms in the Southern Riverina district of 
NSW for their MAI Australia Buy & Lease Fund.

• Macquarie Crop Partners II acquired 300 
hectares of avocados in Queensland in 2017, 
which they leased to Costa for 20 years.

‘Buy and lease’ investing brings farmland into 
the real estate bracket. The vast majority of 
commercial, industrial or even residential property 
owned by institutional investors is leased-out. 

When compared to more traditional (institutional) 
real estate categories – commercial, industrial 
and residential real estate – agricultural real estate 
scores favourably on a number of criteria:

For the investor, leasing 
reduces operational risk 
exposure and generates 
immediate biannual or 
quarterly cash flows.

www.staffordcp.com

13



1.  Significantly lower leverage: ~15-30% LTV for farmland compared to 50-80% for commercial real estate 
and residential

2.  Lower volatility: farmland prices show much lower volatility than commercial and residential property 
prices (see below)

3.  Attractive, stable cash yields: broadacre farmland needs minimal maintenance / capex (it is a perpetual 
asset) and has a low interest cost. Farmers’ incomes are less tied to the economic cycle, offering 
uncorrelated returns

Source: CBRE, Investa, Confidential

In this Diary we have shown that Australian farmland offers rich pickings for the discerning investor. We 
assert here, finally, that buy and lease is an attractive mode of investing in Australia today; it offers minimal 
operating risk, stable cash income, low leverage, low volatility, exposure to capital appreciation and, above 
all, the opportunity to gain exposure to a largely unsubsidised industry that thrives on the foundations of 
intrinsic productivity and good old-fashioned hard work. 
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About Stafford Capital Partners

Founded in 2002, Stafford Capital Partners is a leading alternatives investment manager with $5.4bn AUM 
across timberland, infrastructure, agriculture, sustainable capital and private equity (as at 30 June 2018). 

In 2017 Stafford began investing its first dedicated pool of capital into agriculture. Our team comprises 
individuals with exceptional backgrounds in agriculture, food, farm advisory and fund management.

To find out more about our business, please contact:

Jos Boeren

Managing Partner 

Agriculture & Food

London

josboeren@staffordcp.com

+44 20 7535 4915

James Allen

Investment Manager

Agriculture & Food

London

jamesallen@staffordcp.com

+44 20 7535 4927

Bill Travers

Analyst

Agriculture & Food

London

billtravers@staffordcp.com

+44 20 7535 4921

Bernd Schanzenbaecher

Partner

Agriculture & Food

Zurich

berndschanzenbaecher@staffordcp.com 
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Private and Confidential

The information in this document is for private circulation only and does not represent investment advice and should not be relied upon for 
investment decisions. This document neither constitutes an offer to sell nor a solicitation to invest in any of the Stafford Funds. It is for information 
purposes only and is not a recommendation. This document does not constitute an offer to sell or a solicitation to invest in any jurisdiction where 
the offer or sale would be prohibited or to any person not meeting the required investor criteria. Any opinions expressed are given in good faith but 
are subject to change without notice. No representation or warranty, express or implied, is made as to the accuracy, completeness or correctness 
of any information in this document which has not been verified.

Stafford Capital Partners Limited (formerly Stafford Timberland Limited) is a company registered in England (Company Reg: 4752750) with a 
registered and trading address at Fourth Floor, 24 Old Bond Street, London, United Kingdom W1S 4AW. It is authorised and regulated by Financial 
Conduct Authority (Firm# 225586).

Stafford Capital Partners is a member of the United Nations’ Principles for Responsible Investment (UNPRI). These principles are an internationally 
agreed upon framework to help institutional investors incorporate Environmental, Social and Governance (ESG) qualitative considerations into 
investment decision-making and ownership practices. Stafford Capital Partners is acknowledged by the UNPRI, when compared against our 
peers, as incorporating a solid framework for ESG considerations into its investment decision process (selection, assessment and monitoring of 
investments). For more information about UNPRI, visit www.unpri.org.

We are obliged to protect personal data, preserve confidentiality of personal and sensitive data, and prevent the loss of data. Please read our 
statement on personal and sensitive data that is linked on our website www.staffordcp.com/legal. If you have any questions about our personal 
and sensitive data policy and framework or if you wish to exercise your rights in respect of your personal data, please email our Data Protection 
Officer on privacy@staffordcp.com.

This document is printed using vegetable based inks onto sustainably sourced paper.


