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Foreword

A feature of twentieth century agriculture is its increasing

dependence an capital. In the days when one man and his dog

went to mow a meadow the capital represented by a scythe and a

whetstone, was all that was required. Today a mowing machine

and a tractor are needed to accomplish enough work to justify a

man's wages. This represents a capital requirement many times

as great as was needed by the one man mower and, added to the

capital required by other enterprises, it draws attention to the

capital-intensive characteristics of modern farming. The same

is true of farm buildings; and, especially on owner-occupied farms,

the high capital investment in the land itself is a prominent

feature of farming.

The total amount of capital and its distribution under

various headings can have an important influence on farm profits

and both tenants and owner occupiers need to consider both

features if they are to obtain the best returns from their

resources. Mr.C.J.Black has made a careful study of the

farms which cooperate with the University in an attempt to draw

attention to some of the principles on which decisions regarding

the investment of capital should be based. In the following

pages he reports his findings.

W.HARWOOD LONG
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Capital and Investment 

To talk of the farm as a business is now considered

as stating the obvious, just as the term "the agricultural

industry" is used for emphasis rather than necessity.

Most farmers are business man although they do not crowd

into the cities to make their living. Like other business

men a farmer seeks a worthwhile income today, whilst, at

the same time, he is concerned that his business shall

continue in being and provide satisfactory profits in the.

years ahead.

At times there is a conflict between these two aims

which cannot be avoided. Continuous corn growina may

give place to a rotation, investment for short term

returns may stand aside far the benefit of future prosperity.

Here every farmer must strike his awn balance. He is

aware that too much regard for the future at the expense

of the present may defeat its own objects. Ulat a

business earns today can be a major factor in determining

what it earns tomorrow.

Again, investment is a continuous process. Whilst

decisions taken in the past may limit the choice af

alternatives in the present, selecting the next step is

rarely an automatic action. To put it in another way,

every capital good, whether it be spade, tiactor,

combine harvester or farm building, has a limit to its

useful life. At some stage it has to be replaced and

not necessarily by a commodity of the same kind. . In

this modern world technical change alone will dictate

this need for constant reappraisal.
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• There is a sense of finality about a decision to make an

investment. Once money is converted into a capital good

there are few chan.ces of turning it back into money without a

considerable loss on the transaction. The return to the farmer

must come from the improved profitability of the farm and if the

investment proves inappropriate or external circumstances defeat

the original intention there is no redress. Risk is ineiritable

and. due regard must be taken for the uncertainty involved in

investing funds for a flow of returns spread over a period of

years.

Many people tend to lump together the capital involved .in

a farm business as one indeterminate mass Without shape or

structure. This is not so. Particularly in this age of

owner-occupation the internal capital structure deserves careful

consideration. This is not. simply a question of mined or

borrowed capital, though these are important, but the balance

between different 'types of capital ithin the business. These

can be categorized; all too briefly, as:

a) Land Capital b) Farming Capital

c) External Securities

The landowner is unwise to depend on the income from his

land alone. The cash return on investment in agricultural

land is low. 5 per cent grcs s and 31--- per cent . net of repairs

etc. has been quoted as a desirable target -

but many are happy to obtain a much lower net

+ Read, H.E.G. "Investing in Agricultural Land",
Journal of the Farmers' Club, Part 4, 1962, p.59.



return. One of the attractions of land lies in the

security it provides against inflation and the consequent

risk of loss of capital value. The owner must therefore

balance his holdings by investments which provide a more

ready flow of usable returns. In practice, this .

counterweight may be obtained by holdings of suitable short

term loans and high income shares.

In a like manner, the tenant farmer may seek greater

security by placing someof his investment outside the farm

in a form where it can increase in value and be readily

realised should his farming or family- require it. It is

useful to recognise that. these alternative investments are

available to all farmers. There is considerable danger

in concluding that the farm is the only possible place for

investment, regardless of the rate of return on the capital

added. There is often too an unrecognised weakness in

leaving funds lying in the bank, earning nothing.

The owner-occupier will aim to balance his investment

in land by profitable use of capital resources placed in

his actual farming. . Indeed, in order to balance the

immediately low returns on the land investment, he may- need

to farm his land more intensively than the tenant farmer..

External securities are unlikely to play a large part in the

capital structure of the business, though they should not be

dismissed entirely for they can have a useful role as a

realisable reserve of savings.
4-

+ It is interesting to see that the "Farmer and Stockbreeder"
publishes a regular section on financial and investment
affairs.
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Any desired balance between the listed categories of

capital may be disturbed by year to year changes in the

demands of the business. A major development or alteration

of policy can cause stress within the capital structure of

the farm which will continue for a year or two after the

change. Indeed here lies one handicap of a new entrant

into farming. For several years he may have too much

personal investment in land and not enough in farming.

During this period the business will be at hazard to any

short term deterioration in the profitability of his particular

combination of enterprises. Even on an established farm,

once the capital structure has been distorted, one aim of

policy must be to restore the healthy balance.

Today, periods of stress must come to most farming

businesses. It is impossible to stand still. Growth is

imperative, if only to spread the burden of increasing costs

over a greater number of units of output, 'for without this

adjustment real income will inevitably fall. Farmers are

also extending their activities beyond the field gate,

They are grouping together to improve their competitive

position by co-ordinated purchasing and selling. For many

of these activities capital will be needed and this

underlines the necessity for careful and continual .cottrol

of the capital structure of the individual businesses.

•
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What has been said so fardoeg not imply th.wb Reriods

of stress and crisis. are the only times when a farmer

should borrow. . Indeed dt .is_difficult to see how any

business can make full use -of the owner's capital without

resort to borrowing. The amount that can be borrowed

will be limited—by the security offered.- Provided the

business is. earning a reasonable, return, borrowing on

the security of land is available and may ,consist of

between and. 2/3 of the. existing value. For the

farming separate from the land the suggested range.lies

between.* and 1/3 of the capital requirements.+

- The extent to which a farmer will borrow depends,

in part, on his willingness- to accept risk and on his

drive to expand in the future. It depends, also, •on

the available sources of credit, the willingness -of the

suppliers of funds to lend 'to particular individuals

and the rates at which they will lend. Here is a

subject for continual discussion in farming circles.

Whatever- the lending instltutions-, the creditworthiness

of the farmer will be founded on the existing

profitability of the business.'

At this point it is possible to return to the

opening consideration. There -can be A conflict between

short and long term objectives only as long as the farm

.is earning a sufficient 'surplus above living expenditure.

The surplus is the.i'armer's main source of capital and to

:those that have more will be given. . Profit today is

fundamental to profit tomorrow.

+ Sykes,11. "The Scope for Improved Capital Investment
Decisions" Progress 1/1966 Unilever Quarterly, p.1C2.



Priorities in Investment1

The importance of farm earnings as a source of

capital and a support for additional investment was shown

by a series of studies of the account data collected by

the Leeds Agricultural Economics Section for the harvest

years 1950-1961*+ The main area studied was the Vale

of York, north of Selby. (east of the magnesian

limestone soils where they occur). This area provided

a useful balance between tenanted and owner-occupied farms,

it had a wide range in size of farm and a variety of types

of farming with the main emphasis ?)n arable crops,

potatoes and sugar beet being particularly important near

to York and Selby. All co-operating farms within the

district were included if they had complete records for

relevant periods of six years. Comparisons with other

areas of Yorkshire confirmed the general analysis and

conclusions.

In these studies an attempt was made to measure the

cash earnings of the farm. Instead of using "profit",

however defined, return was measured in terms of

Distributable Resources. These were the farmer's

earnings for his manual, managerial and risk-bearing

activity plus money set aside ii the accounts for

• Black,C.J. "Farming Income and Investment"

Types of Farming in Yorkshire, Farmers' Report No*143•

University of Leeds, July 1959.

Black,C.J. "Capital Xployment on Farms in Theory

and Practice", Farm Economist, Vol.X. No.12 and

Vol,XI, No.l. Agricultural Economics Research

Institute, Oxford, 1965 and 1966*
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depreciation allowances. This meant that unrealised gains,

say from barley in store ,or increases in livestock numbers,

were ignored. Broadly speaking, Distributable Resources

approximated to what is now known as Cash Flow and

represented the money made available by the business for

the farmer's living expenses, his tax obligations and

investment inside or outside the farm.

The first conclusion dravm from these studies was that

both tenant and owner-occupier platted considerable emphasis

on the maintenance of the farm's technical efficiency.

Purchases of field machinery rose directly in proportion to

the farm's distributable resources and both small and large

farms (as measured by these returns) re-invested similar

proportions of their earnings. This re-equipment had

the first call on the funds available for investment, showing

the farmer direct concern for the future, as well as

present, health of the business.

For many reasons, further priorities were only

satisfactorily shown by examination of the investment

policies of the owner-occupiers. It, was, perhaps, to be

expected that tenants would devise different policies

according to the nature of their agreements. and

relationships with their landlords. Omer-occupiers had

no such pre-occupations.

+ Black, C.J. Op .Cit

•
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From the first of the studies (195a-1955) their priorities

could be given as:-

1) Field machinery

2) Barn, machinery and. tenant structures

3) Farm improvements such as roads, drainage and water supply

4) Farm buildings, (including structural alterations as well
as new buildings (cottages were excluded -0

As the time went on, buildings replaced land and service

improvements in the scale of priorities. When the various

listed categories of investment were accumulated step by step

into the analysis, they dovetailed together until between

80 and 90 per cent of the variation in new capital investment

between farms was explained by their level of earnings

(distributable resources).

It was instructive to find that farmers financed

construction and major alterations to buildings from the same

sources as other new investments in the farm, that is they

depended heavily on farm returns and the backing for borrowing

that they provide. For example, when the investigation was

extended to find the kind of funds used to finance building.

under the Farm Improvement Scheme (between 1957 and 1961),

90 per cent of the farmers instanced current farm resources

which would include bank and merchant credit. They did

not incur special loans or mortgages. Buildings then can

be thought as much a farming investment as the purchase of

combine harvesters, grain driers and other expensive machinery.

(Cottages, it can be noted, were usually financed by a

mortgage and this was one of the reasons for excluding them

from the analysis).

-I- partly for the reason given below and partl,y because
the heavy cost of a new cottage distorted the pattern
of investment.
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When direct grants became available under the Farm

Improvement Scheme, owner-occupiers had already placed mare

capital in buildings than had landlords and tenants on

equivalent farms, and they were faced by a fall in their

real income .duo to inflation. Yet their response to

the scheme was immediate and dramatic. Their investment

in buildings increased by over 50 per cent - at peak it

was 100 per cent - whilst other invQsimvnts were maintained.

at previous levels.

All credit is due to these farmers who grasped the

opportunity to provide their farms with buildings that were

technically up to date. Unfortunately the reward for

their enterprise was not immediately apparent. The slow

growth in distributable resources was matched by tenant

-farmers irrespective of the amount they or their landicrds

had put into buildings. This is explained, in peat,

by the pressure on prices for many of the products sold by

these farms. Intensification of farming activities had.

easec1 to pay automatic dividends and it was difficult to

appreciate the new conditions and make the necessary

adjustments. Another explanation is that not one but

a whole sequence of technical improvements are necessary

1Wore the results become visible in the farm accounts.

the same, some benefit for the investment in buildings

by owner-occupiers should have been visible )oy 1961, the

end of the period reviewed, and this was not so.

13184k, C.J. cp.cit.(1966) p.19.
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It is interesting to note that sustained growth was

achieved between 1950 and 1961 by farms that were small

compared with their neighbours at the start of the

investigation. With costs increasing faster than prices

such farms had to obta:in. higher returns or go out of

business; they had to combine judicious choice of

investment with careful and concentrated management of

their enterprises. This suggests that to achieve

adequate returns from new investments the farmer must be

able to find time for the additional burden on his

management and be looking for speedy returns with a due

sense of .urgency.

It is possible that most owner-occupiers were not

looking for immediate returns from their capital deployment

under the Farm Improvement Scheme. They may have had two

other aims:- first to increase the sale value of the

holding and second to achieve technical improvements

rather than immediate economic advantages. There are

merits in these approaches but also potential dangers.

The increase in sale value of land .is difficult to assess

and indeed may never be realised. Technical improvements

can relieve a farmer of the strains of management during

critical periods of the year and enable him to spend more

time looking at the structure of his business, say

preparing in advance for a reduction in the labour

requirements of the farm. It can also leave the farm

short of capital at critical phases of its development.
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In the normal course of events, such a substantial

investment in buildings can only be made by straining the

capital and credit balance within the business. It is

probable that farmers were encouraged to draw on their

external capital reserves or to expand their borrowings

against the assets of the business. For such a

situation, a healthy investment should restore the capital

structure to a satisfactory position in the shortest

possible time. If it is impossible to do this by

immediate returns from the buildings, then some other

section of the .farm should provide the additional earnings.

It is clearly impossible to be dogmatic about the

reasons why, in the study, investment in buildings generally

failed to provide an adequate response.- There remains a

strong implication that more attention could have been given

to the probable rewards. Capital placed in buildings

requires careful consideration in advance of the

investment and a precise evaluation of the relationship

between cost and benefit. In particular, emphasis

must be. given to speedy returns so that further funds will

be available for the next development in the business.
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Principles for Planning

For the owner-occupier at least, investment in buildings

is, and must be, viewed from the same standpoint as other farm

investments. It must be rewarded by similar returns on the

capital put at risk. Although it is true that buildings

last longer than many inputs into the farm business and have

little or no re-sale value for use elsewhere, this does not

cancel the case for comparable treatment. Rather it implies

that fuller thought must be given to planning principles for

correctly valuing a building project.

The first consideration is the planning horizon, haw far

ahead is it practicable to judge the outcome of an investment

or series of investments on a farm? Aside from the argument

that it is impossible to predict exactly the outcome of any

enterprise just one year ahead, the farmer, as a risk taker,

must sum up the possibilities far a few years to come. He

may consider that he has a shrewd idea of the probable returns

for five years ahead. Beyond that point judgement becomes

vaguer. as the risk bearer tries to allow for possible changes

in prices of products and costs of his other inputs. A new

situation will probably require new techniques using equipment

as yet unknown. and today's buildings will cease to be satisfactory.

How often, in one form or another, has the phrase been

heard: "Ten years old and out of date". Buildings can be

constructed in such a way that they will last at least 30 years

and possibly 100 years. Considerable ingenuity and expense

has gone into adapting such long-life buildings to changed

conditions with moderate and limited success. The Farm
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Improvement Scheme of 1957 was an indication that the

process could continue no longer. Yet its authors

still thought in terms of long-life buildings, 15 years

and upwards under technical conditions that made even

10 years a long time for forward planning.

A building designed to last for only ten years will

need replacement because the materials it is made of have

a limited life. Even if it is constructed of more

endurable materials it is likely to become obsolete in

two ways. One way concerns its built-in technical

attributes which will become unsuitable for new

requirements. The other concerns its spacial arrangement

with other buildings. The planned flow of work around

and within buildings can be a critical factor determtning

labour requirements and the work load of those engaged,

This can be of economic importance when tasks, such as

milking, are done every day, When movement within the

farm requires isolation from movement into and out of the

farm, when peak labour requirements, say at harvest,

influence staffing throughout the year.

It is only a step from realising that a building,

whatever its construction, is ten years old and out of

date to appreciating that a whole steading can be ten or

twenty years old and out of date. Whilst it is asking

overmuch to suggest that a whole amalgamation of but

should be removed at one go, there would be advantages in

removing and replacing one section of the steading at a

time. Otherwise the situation develops where the

original farm buildings are abandoned or relegated to

partial use whilst precious acres are used up with a crop
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of new structures. Sometimes, to avoid this, the new is

fitted into the middle of the old or placed inconveniently on

the perimeter with a consequent loss of much of the labour

saving advantages of the newest arrival.

Two considerations arise at this juncture. First, the

most suitable buildings for some purposes will have a minimum

structural life of, say, twenty years with little or no

repairs. Second, many owner-occupiers argue that

investment in permanent buildings is a guarantee for the

future continuity of the firm; an insurance policy against

the improbability of re-equipping the farm in ten years' time.

This is a counsel of despair, an ingrained feeling that slump

conditions must return, come what may. A small insurance

policy may not come amiss but too much foreboding and

insurance will denude the business of vital capital and deny

it the essential flexibility for meeting technical and

economic change.

Yet, returning to the first point, the typical modern,

standardized portal-frame building with, say, asbestos

roofing and cladding can be supplied at attractive prices

and provide roof spans that are not available with other forms

of construction. Few farmers would be willing to discard

such structures lightly at the postulated ten years'

interval. They have obvious advantages as umbrella

buildings, enclosed frameworks within which specialised

equipment of shorter life can be fitted to meet the

requirements of changing managerial purposes.
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A word of warning is necessary at this point. Such a

building should not be expected to meet all the needs of a

farm for covered areas. It should be sited as a separate

unit that do es not impede future developments and

reorganization of the steading. Most important, every

effort should be made to ensure that the building can provide

a fair return for the capital invested righb from the start,

with the expectation that after ten (not twenty or thirty)

years it can be considered a supernumerary item in the capital

structure of the farm, a paid-up insurance against temporary

shortages of liquid assets.

For some purposes the ten-year building has become

accepted already; as standard designed pig housing for

example. For other purposes, buildings with a similarly

limited life, say certain types of timber construction, might

well be used even though they cost as much when erected by a

contractor as an equivalent concrete structure. This may

appear as heresy to many. It demands a new outlook on the

function of -buildings on the farm. The great advantage

is that after ten years the farmer can look anew at his

requirements without having any qualms of conscience at

removing existing constructions. In cases where longer

life buildings are the most suitable and the cheapest for

specialised purposes, then it would be politic to make them

as adaptable as possible and surround them with more temporary

structures. In this way a partial replanning could take

place at the due period with the least possible

embarrassment and difficulty.



18.

For climatic reasons buildings are essential for

many forms of crop and animal husbandry and, by no means

least, for the well-being of the worker. Whilst some

boast that farming has become a capital intensive

industry, this does mean that capital has become a majar

limiting factor to the expansion of individual businesses.

To the owner-occupier in particular, buildings

constitute one particular item in the general investment

of the business. Money devoted to a building is money

not available for other purposes on the farm. Only the

earnings from the building can provide the further liquid

resources for alternative investments.

From this several things follow. In considering the

investment in buildings on a farm:-

a) it is sensible to take ten years as the life span of

. the investment, even if the structure will last for

thirty.

b) the earlier in its life a building begins to provide

a flow of returns, the greater the benefit to the

business and its capital structure.

c) an erected building has very little sale value.

If the investment is badly conceived or an unexpected

worsening of the input-output relationship disturbs the

original estimates, then much if not all of the capital

is lost to the business.
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Return on Investment in Buildirus

So far we have avoided the question of what is a

satisfactory return on investments in farm buildings.

It is easy to argue that such investments should continue

until returns equal the cost of borrowing the capital -

which may be very low if there is money lying in the current

account at the bank. On theoretical grounds alone there

is a considerable case against this. In many instances,

for example, buildings are simply part of a chain of

technical alterations producing a new association of capital

and land or capital and labcur. The last•ar marginal item

of capital is not the building but some other requirement

within the enterprise(s).

It is .better to start with the return available from

other uses of capital outside the, farm. The most obvious

investment would be in a balanced holding of equity shares

in limited liability companies, by unit trust shares ,far

example. With the present (1967) slump in many industrial

earnings this may seem a strange choice. However, slumps

are frequently followed by booms and experts saggest.that

an previous showings an investor should receive at least

7 or 8 per cent a year net of tax on the year by year

value of his equities. 4. This percentage allows for the

standard rate of taxes including capital gains. Part of

the return would be from dividends and part from the •

increase in share. values from earnings retained in the

businesses..

Merrett,A.J. and Sykes,A. District Bank Review,
September and December 1963 and June 1966.
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It would be useful and more precise to continue the

discussion in "net of tax" terms. This, however, brings

in many side issues and, for the sake of directness and

simplicity of exposition, it is easier to translate "net"

into "gross" tax terms. The individual farmer must still

remember that his tax position may alter the burden of

certain capital investments. The cost of borrowing,

which varies with the tax position, is also ignored. It is

assumed that the farmer is using his own capital.

On the earned income rate of tax the 7 - 8 per cent
net would then translate into 10 - 12 per cent gross.

This provides the lowest possible target for return on

capital in the business. Considering that the farmer

would bear increased responsibility and risk by transferring

capital to the farm, he might well raise the minimum

satisfactory target to a 14 - 15 per cent yield. The

implication is that unless an additional investment on the

farm could promise such a minimum yield, it would be better

to invest outside agriculture and supplement earnings by

employment off the farm.

Here it is necessary to take stock. This 15 per cent

is not a straight return on the initial cost of the capital

goods, for depreciation must be taken into account. The

15 per cent yield an equities assumes a retention of the

value of the capital invested despite inflation. To resat

to a 15 per cent return on half the capital (the average

amount invested during its existence) would not solve all

the problems and it still fails to differentiate between

goods lasting 5 years and goods lasting 50.
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All industries are now officially encouraged to overcome

these difficulties by using discounting methods which, in one

calculation, allow for differencev in the length of life of

capital goods and in their residual values. Equally important,

discounting stresses the advantage of good returns in the

earlier years of an investment. A moment's thought shows

that £10 cash in one year's time is worth more to the investor

than £10 in five years' time because at least part of the first

£10 can be used to produce more income in the intervening

period,

The method known as Discounted Cash Flow concentrates

on "the amount and timing of the capital invested in the

project and the amount and timing of the actual flow arising

from the project." 4" It is not intended here to enter

into the intricacies of this method. ++ It is enough to say

that it looks at the present value of future cash flows,

so allowing for any inflation affecting costs and returns

equally. (If the risk is expected to be high, because

costs may rise quicker than returns, then it is advisable

to use a rate of yield above 15 per cent as a simple method

of correction). The "Cash Flow" has affinities with the

concept of "Distributable Resources" used earlier is

the amount of money forthcoming in any particular year after

costs for any repairs or replacements to the capital good

have been deducted, and includes the funds that in tax

accounting are set aside for depreciation. It is the cash

available for personal use or re-investment in the business.

• Sykes,A. 'The Scope for Improved Capital Investment
Decisions", Progress 1/1966.

++ for this see Kerr,11.W.T, "Methods of Appraising New
Capital Investment in Agriculture", University of
Nottingham, Dept. of Agricultural Economics, Sept/1966.
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This discounting method can be applied to calculating

the necessary cash flow for a profitable investment in a

building with full recovery of the capital despite

inflation. The building is expected to have a planned

life of 10 years with no residual value at the end.

Using the 15 per cent rate of interest (given above)

in the appropriate formula, the answer is that for every

£100 spent on a building an annual cash flow of £20 should

follow.+ For those who prefer to think in mare

traditional forms this is equivalent to concluding that as

a minimum satisfactory target a building should pay for

itself in five years.

It must be pointed out that an even flow throughout

the period is a necessary simplification for illustrative

purposes. • Any investment is likely to produce a

variable flow of returns. When making estimates of the

probable returns from buildings it is better that the

higher returns should come in the earlier years,

particularly since these are more open to accurate

calculati on.

+ Solving for a in the formula C = a 71 - (1. + r)
i r

......_
......

where C = Capital invested, a = annual cash flow,

n = number of years and r r. rate of interest.
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Whilst 15 per cent has been put forward as the target

rate of interest, other rates can be used according to

circumstances. In the case of a small, marginal addition

to the building requirements of a farm, a rate as low as

10 per cent might 1e acceptable. Where capital is in

short supply or the risk great, 2Q, qr 25 per cent might

be appropriate. Note must be taken :that alternative

investments in stock or machinery sometimes bring in even

higher returns. It would be tempting at this point to

launch into a comparison between in*estment in bitildings

and investment in live and dead stock or even land.

Though this can be done most suitably by the discounting

procedure, the temptation must ,be resisted so that

attention can be focussed on the returns due from capital

investment in buildings. "

From all that has been said so far, it is possible to

derive the following table relating rates of interest and

necessary returns on capital in buildings.

Capital placed in  Buildin&s

£100 Investment

life.,;...-

Rating

.........„.

,Rate of
Interest
.•

Necessary'
Annual
.Cash Flow

"Pay-back
Pen i od

% E years .

Very Marginal 10 16 6

Satisfactory 15 20 5

Fairly Good 20 24 4

Good 25 28 ,i'
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It is opportune to recall that the ten year "life", even

for an umbrella building, is derived from a considered judgement

of the planning limits under modern technological conditions.

Although every effort needs to be made to obtain an

immediate benefit from a capital input, it may sometimes be

difficult to fit a new investment into the existing managerial

and technical pattern without some disturbance and loss of

potential revenue._ In the extreme case this may mean that

losses elsewhere in the business cancel out gains from the

investment to give a zero net cash flow. It may be useful to

pause to consider the effect of this. Taking 15 per cent as the

rate of interest, two initial years with zero cash flows I'rom

the building raise the required cash flows in the remaining

8 years from £20 to £30 - a figure which is above any of the

annual targets shown in the table. This underlines the need

for careful planning to secure high immediate returns from any

such investment.

For most people capital is in short supply. The most

important source of new capital for the farm is the cash earnings

of the business itself, supplemented by credit borrowings ,which

in their turn depend upon the ability of the business to

provide profits. In such circumstances any investment in

farming, and this includes buildings, requires careful evaluation.

No attempt will be made in this report to answer the question:

"Shall I invest in'buildings or in machinery etc?". Whilst this

can be done, the present purpose is to answer the primary

question: "Will the transfer of capital into buildings provide

sufficient returns to justify its c onsi derati on?" The basis

for the answer has been given and it is proposed to continue

with relevant illustrations in the context of the owner-occupied

farm.
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Building Investment for Omer Occupiers

After proposing suitable levels of return on

investments in buildings, a few illustrations will serve

to show the findings in more practical situations.

There is no intention of providing a full coverage of all

types of farming or all mariner of structures, merely to

illustrate the principles. Using the discounted cash flow

approach and. taking -bhe "Satisfactory" rating fron the table

provided, we arrive at the target that a building costing

£1,000 should provide the owner with an additional flow of

cash earnings of £200 a year,

This figure assumes that the farmer, an own occupier,

is using his own capital resources, that the building will

have an economic life of ten years, and it ignores the effect

on cash flow of individual rates of taxation. The £200

a year is again a simplification, for the planned cash

flow can often be foreseen to vary from year to year ard. it

is important to achieve as hitgh returns as possible in the

early years. If the proposed buildings fail the test,

then the money were better invested elsewhere, inside or

outside the farm.

A new building for grain storage in bins with a rstem

of conveyors could, altogether, easily cost £20 per ton of

Brain. Such facilities would require an additional net

cash return to the farm of £4 per tou of grain capacity per

year. Calculations, based on the existing (1967-8)

incentives for storing grain rather than selling it at

harvest, make it obvious that barley could not justify such

an investment. Although wheat has higher storage,
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incentives it too would be a doubtful proposition even

if kept until April-June. The Cereal Authority's
••

bonuses for forward contracting would not meet the cost

of loss of weight on drying for long storage, so the E4

per ton increase between the August and April standard

prices would not be enough an its own. Special

circumstances or some favourable agreement with purchasers

would be needed to warrant the capital expenditure.

An alternative proposition would be a building for

the floor storage of grain with the necessary ducts and

ventilation system. A standard portal frame design

could cost E8 per ton of grain, calling for an increased

net cash flaw of 32 shillings per ton per year. A

similar installation but a pole barn with corrugated steel

sheeting+ and a ten year life could cost E6 per ton or

24 shillings per year. Calculating as before, to

guarantee 24 shillings per ton increase in value, it

would be necessary to hold Wheat until December and barley

until March. The CP per ton building would be suitable

only for Wheat held from December onwards (the seasonal

step of 20 shillings per ton remaining adequate).

If the farmer on past experience considers he would

have averaged 10 shillings more per ton per year with

storage, then he can justify the cheaper building for all

barley storage from November onward and the more

expensive building for stowage from March onwards

(10 shillings per ton premium over November). In such

circumstances as the latter, each man would need to

+ "Short Life/Low Cost Buildings for Farm Use",

Technical Report No.12, Agricultural Land Service,M.A.F.F.

•••
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assess his own credit position and the personal cost of

holding for such a length of time.

In the above Calculations no account has been taken of

the basic 25 per cent grant for approved buildings 'under the

Farm Improvement Scheme. Suppose that. the £8 per t'on.

building can be approved for grant and the £6 per ton

building cannot, Then, in both cases it can be argued

that the farmer is providing the same amount of his own

capital £6 per ton) and, therefore, the lower return will

'justify the expenditure in both instances. Indeed, provided

the siting of the building will not interfere with future

development of the steading, the longer life building might

well be preferred for general advantage and improved

appearance.

Alternatively, it might be argued that the capital

grant under the F.I.S, although a free gift, is an addition

to the capital' of the farm -on which a full return ought to

•

be earned. This thought may explain some of :the

resistance by potato growers to new investment in storage

buildings, buildings which could cost E8 per ton of

potatoes gross of grant. This general reluctance to

extend indoor storage was noted in the recent Leeds

report (1967) on potato growing in Yorkshire. +

E.Ihwson, "Potato Production .in Yorkshire",

Farmers' Report No.173, June 1967.
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Of course, several factors were operating. For one,

traditional clamping had been adapted to modern conditions by the

use of sisalkraft and baled straw. A personal calculation

rated the cost of these materials plus mechanical soiling under

contract at 8 shillings per ton (equivalent to a capital cost of

E2 per ton). Indeed, clamping in or near the field sometimes

has the added advantage that it reduces the men needed for

carting potatoes at the crucial time of harvest.

If these were the only considerations for potato storage

it would be difficult to make a case for the cheapest of

buildings. Looming even Illrger in any calculation is the need

for satisfactory working conditions for the sorting staff during

the winter. If all or most of the crop is held in buildings,

then no one will be prepared to do the task outside - the change

is irreversible. A second generation of buildings must follow

the first, buildings adapted to technical and economic

conditions ten years hence which cannot be foreseen.

Confronted by such a problem it seems sensible to retain

the gross figure for the capital cost of the building. The

store, then, needs to save at least 32 shillings per ton per

year on the cost of clamping and the cost of labour. If the

cost of clamping .is taken as 8 shillings per ton, then to

justify the new store it must be ascertained that a premium of

24 shillings per ton is insufficient to obtain or compensate the

workers for sorting in the open. It is easy to see why many,

at this point, hesitate to commit funds to buildings, waiting

possibly to see if the experiments with polythene huts can

produce a cheap, short life structure that can be moved along the

clamp to keep the workers comfortable during sorting.

The Farmer Farmerd Weekly has done some interesting pioneering
with their polythene huts for sheep.
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Frequently a similar choice between buildings and no

buildings does not .exist in agriculture - in practice if not

in theory. It is possible to leave a valuable self-

propelled combine sheeted down in the open all winter.

Yet room in a relatively expensive, enclosed building using

space costing, say, £200 could be repaid by smaller repair

bills in one or two years. (In contrast, of course,

any new structure would be too expensive for ploudas and.

similar implements which can be stood out in the open,

coated with protective compounds j. The same necessity

for buildings holds for many forms of livestock husbandry

and for many tasks the worker needs the protection as much

as the stock.

Rapid developments in pig husbandry have already

produced the "package-deal" standardized house, having a

planned life of ten years with the absolute minimum of

repairs and maintenance. Farrowing houses, for example,

are quoted around the figure of £200 per sow place.

A building in more traditional form might cost £300 per

sow without gaining anything in production efficiency and

would sacrifice the advantage of the structural life

coinciding with the economic planning period. Additional

capital costs should be directly recoverable from greater

efficiency in rearing emore weaners per sow - a matter where

we still appear to lag behind Denmark .+++

++ See, for exaMple, C.Culpints comments in his book,
"Farm Machinery" 1963 p.606.

+++ F .G .Sturrock and. R .1" .Ridgeon, '!11. Comparis on of Pig

Pr oducti on 'in England, Denmark and Holland,
"Farm Economics Branch, Cambridge University,
Occasional Paper No.11, December 1966.
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The gain must be directly attributable to the building

and not to improved methods of management which could have

been introduced without the new structure. Suppose sows are

kept in the farrowing house until the litters are weaned at

8 weeks and that all evidence suggests that a more expenkve

building would enable each sow to rear 16 instead of 15

weaners in a year. Taking into account additional feed co6ts

ibis one weaner could provide an extra cash income of £5 and

if, on average, only two sows used each farrowing unit in the

year the net gain would be £1.0 a year per sow place. This

implies that a building costing £50 more, E250 instead of

£200, per sow place could be justified by raising output in

this way. The only further point is that the farmer needs

to satisfy himself that gain is a practical proposition and

not just a theoretical suggestion. -

As a final illustration we can look at accommodation for

dairy cows under northerly conditions. This entails some

weather protection for the cow and, equally important, weather

protection for the cowman. For present purposes the dairy

and milking parlour will not be considered except to remark

that a ten years life for the latter has been accepted

elsewhere because of technical and economic changes+

There exists an infinite variety of structures for

housing and bulk-feeding dairy cows. A range of capital

costs, by no means inclusive, could be set forth as follows:

R.B.Sayce, "Capital Investment Analysis and the Economic

Life of Farm Buildings" "Agriculture", April 1966,

PP.164469.

•••
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a) Pally covered: cow barn, yard and silo: £95 per cow

b) Covered barn, uncovered yard, covered silo: £90 
LI II

c) Covered barn and yard, uncovered silo: £75

d) Cow kennels, uncovered yard, covered silo: £75 1, If

e) Cow kennels,uncavered yard,uncovered silo: £60 
il it

ai the basis of these figures, a completely covered

exercise yard at £5 more per cow (a - b) seems a fair

proposition. It might even be offset in the capital cost

of dealing with effluent from the site. However, should it

be practicable to provide cow kennels and an open yard inste
ad

of a completely covered building then a saving of £20 per

beast (a - d) sounds most acceptable despite the effluent

problem. And if cleaning of the yard was performed by a

tractor with a cab there should be no discomfort for t
he

worker.

A considerable query appears to surround the requirement

of £20 per cow (a c) for the covering of the silo - El, 000

for a 50 cow herd or an annual charge of £200. Since the

husbandry experts have already provided convincing 
evidence

'
that protection preserves the quality of the silage

, this

can be given as sufficient justification for the 
additional

capital expenditure. The real question is whether there are

less expensive ways of achieving the desired end. 
Fr OM the

experiments with polythene covers and, now, vacuum
 silage, it

is probable that a temporary cover costing £50 a y
ear would

suffice. This would leave an unfavourable balance of £15
0 a

year against the permanent structure.

+ See, for example, "Silage", Bulletin No.37,

Ministry of Agriculture,Fisheries & Food, 19
61, p.26.
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The capital expenditure could still be justified in

two ways: 1) the comfort of the cowman and 2) the

comfort of the cows. On balance, in this case the second

seems the important point of discussion. If because of

lack of cover at the silage clamp the cows will not feed

properly in bad weather, there will be a consequent loss in

the yield of milke At 38.4d4 per gallon, £150 represents

900 gallons or 18 gallons a cow or gallon per cow over

36 days. Put in this way a permanent roof may appear a

reasonable bargain. But it does demand an improvement in

the yield of all the cows in the herd over a period of years,

not simply a benefit in one year out of ten or one year out

of five.

One further point must be• made at this juncture.

Capital is in short supply and cases have been reported of

new cow accommodation without sufficient stock to obtain

proper benefit from the improvement. If cow kennels plus

uncovered yard and silo can provide for a herd at a capital

cost of £60 per cow, then the saving in building cost, say,

£30 (b e) would help to pro-Vide the capital to stock the

new accommodation to full capacity. • Cn a 50-cow herd

the saving would be sufficient to purchase 15'cows at £100

a piece and such a release of capital could make all the

difference between the success or failure of the new venture'.

+ See, for example, K.A.Ingersent and P.Manning, 'New

Housing for Dairy Cows in the Past Midlands",

Dept .of Agricultural Economics, University of Nottingham,

Cbt ober 1960, pp .71 ff. .

•
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Final Considerations

A word of caution is needed at this point. We have

developed the idea that an owner-occupier should think in

terms of a ten year life for his buildings. The tenant

farmer should not expect his landlord to think in like

terms. The rental value of the landlord's property

will depend. mainly on the quality of the land and the

farmhouse - and only marginally on the farm buildings .÷.

From his point of view, buildings should be as few and as

adaptable as possible. • This will allow the landlord

to keep his maintenance expenditure to a minimum, whilst

external events determine the capital value of the estate.

He will, in fact, prefer umbrella buildings having twenty

to thirty years! life with the minimum of maintenance.

There is a divergence of interest here which the

owner-occupier does not face. General purpose buildings

are a useful starting point for the tenant but he will

undoubtedly require more specialized structures and these

he may have to provide himself, Whilst this will place

him in a similar position to the ocoapier-owner, the

tenant is less likely to opt for durable buildings. He

will think in terms of relatively impermanent structures

with a ten year life and a worthwhile return on the

farming capital.

see, for example, J.B.Weller, "Farm Buildingsjo1.1",

Crosby Lockwood & Son Ltd, 1965. p.3.



34.

There is much interest in this type of short life

accommodation. Owner-occupiers are interested as well

and research into new ideas will undoubtedly continue,

In the meantime, many tenants and owners have arrived at

various compromises over the construction of buildings

with physically longer lives. These developments deserve

fuller treatment though they are too far outside the

scope of the present discussion.

A farm is a business and a rural estate is a business

and both should be so ordered as to provide a worthwhile

return on capital to the owner. What constitutes a

worthwhile return will vary from one man to the next

according to the individual satisfactions sought. Whilst

some of these satisfactions will be non-economic, pride

in the possession of new machinery or of a picturesque

house, most owners will also aim to receive a beneficial

income from their business either in cash or in capital

appreciation or both.

Great care is needed in deciding where to invest

next. There are constantly changing demands an the

capital resources of any business and most landlords and

farmers would agree that they could use more capital if

it was available. If a hasty choice is made there can

be a loss of an already scarce resource, whilst a careful

appraisal of requirements can allow the firm to expand'

faster than its neighbours.

the of the first points for consideration is the

balance between high income investment, such as dairy caws,

and growth investment, such as land or even life
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insurance with profits. It is particularly important

that the owner-ocaupier should keep the categories clear in

his own mind. He has a considerable and appreciating

investment in land which he will not wish to realise

directly by sale. Immediate income must come from returns

from his capital in farming. In different ways similar

issues face the landowner and the tenant farmer.

A further consideration is the balance between the

wholly owned and the borrowed capital, One person will be

disposed to borrow a higher proportion of capital than

another. Some measure of borrowing is 'wise, for it

places more resources at the service of the business,

though, of course, the return must exceed the cost of

borrowing. This applies to an estate as well as to a

farm. The landowner can be helped to develop his sporting

facilities, the farmer to provide labour-saving machinery for

periods of peak activity.

Land or holdings of equity shares can provide the

security for borrowing facilities, as can the capital assets

of the farm itself. If the business is profitable and

plans for future developments are carefully conceived, this,

on its own, will increase the credit worthiness of the

proprietor. This means in many cases that he can borrow

from cheaper sources of credit, say from the bank instead

of from hire purchase companies.

Despite the constant appeals for more capital for

agriculture, it is possible for those with capital

resources to obtain credit too easily. If technical
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advance is given too much priority over economic efficiency,

then credit can be misused and the firm may lack capital

when changes are essential to meet new economic situations.

Buildings are a case in point. A landowner may allow his

zeal for impressive steadings to capture capital without

increasing the sale value or income earning capacity of the

estate. An owner-farmer may similarly develop the

buildings and deprive himself of the ready money for new

enterprises or for land purchase to expand existing enterprises.

Buildings, also, can last beyond the period of their

primary purpose.We have become accustomed to regard

them as a far too permanent feature of the farm steading.

There follows a continuous policy of adapt and make do which

is not necessarily the best way of running a business.

For these and other reasons owner-occupiers, at least,

should regard buildings as capital goods ready for

replacement at ten year intervals.

Planning for several years to come is a difficult

exercise. It is very easy to write in results that will

need a full measure of luck for their attainment. In

contrast, undue pessimism may allow worthwhile opportunities

to pass unrealised. The farmer or landowner can only

plan on the basis of recent experience and project his views

into the future. Even here he will have difficulty.

He may have a fair idea of the situation five years ahead

but ten years is looking quite far enough into the future.

The simplified exposition of the discounting

approach to investment, using the ten year planning

horizon, showed the possibilities of earning worthwhile



37.

returns from investment in buildings without depriving

the farm of funds for further development. The importance

of the returns from the first few years of the

investment must be underlined. It may, indeed, be

necessary to suffer inconveni ence and temporary expedi ents

whilst crop acres or stock numbers are expanded, delaying

the investment in new buildings. Then when the new

building is erected it will be fully utilized and

profitable right from the start.

Since buildings depreciate in three ways:

structurally, technically and economically, there will

inevitably be differences of opinion between one man and

the next about the risk attached to any such investment.

In the examples the 15 per cent rate of return on capital

before tax was taken as the "satisfactory" level. If it

is thought that the risk is greater than usual for any

particular building, then looking again at the table

(Section 4), a 20 per cent rate can be used. This sets a

higher target for the minimum requirement to justify an

investment.

(he final thought. Capital placed in buildings will

not forever remain as capital reserved for buildings.

Within any business there must be a continual cycle of

investment, earning and subsequent re-inve stment

Capital in the form of money is converted to capital in

the form of goods, which whilst they are diminishing in

value produce a flow of cash returns, part of which is

available for transfer to new and profitable uses.
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Enough has been said to show that there are many

considerations in the allocation of these cash earnings

amongst possible uses. The owner of the business

has first to allow for tax demands and then. to decide

how much he can set aside for living expenses and how much

for re-investment. In addition he has to plan the

development and possible expansion of the business with

the knowledge that this plan will need revision from year

to year in the light of new technical knowledge and new

economic situations.

The correct timing of the investments, the allocation

of resources amongst complementary uses and the

possibilities of borrowing to supplement retained earnings

are all part of the demand on management. It is not

enough to invest and hope that a flow of earnings will

follow simply because the money has been spent. The

appraisal of building investments should have shown the

dangers in this outlook. Indeed, looking back, the

estate owner or farmer may conclude that the survival and

growth of the firm has depended not so much an the level

of actual investment achieved as on the time and thought

he has been able to devote to the examination of the

problems of investment and capital balance.

It is possible to summarize briefly under two

headings: a) Investment Policy and

b) Farm Buildings
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Investment Poliy_

1. Capital is a scarce and valuable resource whose use

within a business should be planned and carefully

controlled.

2. The owner needs to keep separate in his am mind the

different types of capital that go to make up the

business.

3. Whether it is an estate or farm or a combination of

both, the owner should- seek to maintain a satisfactory

balance between

a) growth investment. and high income investment and

b) the owner's capital and borrowed capital.

4. Particularly in farming, the search after technical

excellenee can drain the business of capital when

carried to excess. It is necessary to plan for

worthwhile returns from the owner's own capital as well

as from borrowed resources.

5. The farm or estate is not the only place for the

owner's investment. , In some cases capital can be

invested most profitably outside agriculture.

6. A healthy business should generate a considerable

proportion of its own capital requirements, so

guaranteeing a viable future.
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Farm Buildings

1. Landlords, tenants and owner-occupiers can be expected

to approach investment in buildings from different

points of view'.

2. The owner-occupier should regard buildings as part of

his farming (or high income) capital. Investing in

buildings is an alternative or an adjunct to

investment in livestock and machinery.

3. When planning new buildings it is wise to think in

terms of a ten years' life. After such a time

technical change can make even a general purpose

building of only auxiliary value.

4. As for any other farming investment, money committed

to buildings should be planned to yield a worthwhile

return. If full advantage is to be obtained from

the investment there should not be a gap of two to

three years before this return materializes.

5. 'Buildings should not be regarded as permanent features

of the farmstead. It should be possible to

replace the steading in stages and any new balding

should be sited with this in mind.
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