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Introduction
price of oil and therefore nitrogen fertiliser rises, all farmers are likely to try
and reduce their machinery use to save on fuel bills, and non-organic farmers
are likely to try and apply nitrogen fertiliser and pesticides with greater care
and precision than they might have done in the past. For the sake of this
analysis, which aims to look simply at the impact of increasing oil prices on
farming systems, Andersons have not assumed that other changes in farming
practice would occur, nor that prices for the crops studied would increase.
At a time of great volatility in food prices, prices for both organic and nonorganic food are changing rapidly. In future, prices will be affected by relative
demand, availability of cheaper imports, and farmers’ (traditionally weak)
ability to insist that the prices they are paid reflect their increasing costs.
Prices paid for organic and non-organic farm produce will crucially affect what
actually happens to farm profitability in the coming years, but this has been
ignored in these calculations, which aim simply to isolate the impact of rising
oil prices.

The Soil Association asked Andersons, the farm business consultants, to look
at the impact of high oil prices on the profitability of organic and non-organic
farming. Andersons have calculated some crop and system (whole rotations)
gross margins at the roughly current oil price of $135 per barrel, and at the
higher, but regularly predicted price of $200 per barrel. In a recent Chatham
House report ('The Coming Oil Supply Crunch', Chatham House Report, August,
2008) Prof Paul Stevens says that oil could cost $200 a barrel in 5-10 years.
Projections of the impact of future changes in costs are much more complex
than might first appear. As prices change, so will the behaviour of people
running farm businesses. In addition, as the costs of production change, at
least in theory farmers should be able to command a higher price for their
produce, but if that happens, higher prices are likely to affect consumer
demand and maybe the level of imports, which will then feed back into
changes in demand for primary products from farmers. In this case, as the
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have provided two figures for the rotational margin earned by the two organic
rotations illustrated. Under one, they assume a nil financial return from the
two or three years of clover fertility cropping, which they feel may represent
the actual financial return from some livestock enterprises when they are fully
costed as stand alone activities. Secondly, they show the rotational margin if
the fertility-building clover leys provide a gross margin of £100 per hectare per
year, which is a not unreasonable figure for the grazing rent available were an
organic farmer to let the land out to another organic farmer. This study has only
looked at the profitability of arable crops, not livestock. The increasing cost of
feed is having adverse effects on the gross margins of both organic and nonorganic livestock farmers.
Finally, both non-organic and organic farming systems vary widely. In
particular, organic rotations will vary according to climate and soil type, farm
infrastructure, the experience and ability of the farmer and farm staff, and the
type of market (for example wholesale or local) that the farm aims to supply.
For the purposes of this work, Andersons have taken three conventional
rotations (two with combinable crops, one with a root crop in the rotation),
and two organic rotations (one combinable crops, one with two root crops),
based on actual farms they work with, and the costs and returns are based
on real figures. So these are not necessarily typical, and certainly not average
figures for yield, prices or costs, but they have the advantage of being based
on actual and current figures. Many studies rely on average figures for
yields and prices, and for organic farming, where the number of farms is still
small, and farms are located generally on lower quality agricultural land, and
disproportionately in the south and west of the UK, average yield figures can
be misleadingly low.

Comparisons between organic and non-organic farming frequently focus on
individual crops or enterprises, which makes it easier for researchers and others
to make simple comparisons. These are invariably misleading. Organic farming
depends on a crop rotation (usually over 4 to 8 years) which will always
include two or more years of fertility building clover leys. In some comparisons,
for example that carried out by Cranfield University for the Department of the
Environment, Food and Rural Affairs looking at comparative greenhouse gases
(ghgs) from organic and non-organic systems, the clover leys are treated as
unproductive. In practice, most organic farmers will have livestock enterprises
to utilise the typically three cuts of silage per year available from a fertilitybuilding red clover ley. In other cases, clover leys may produce grass seed,
or provide the organic land needed by organic, free range poultry or pig
enterprises, or grazing for dairy or beef cattle and sheep. The economic returns
achieved by such livestock enterprises will vary enormously, and make any
economic assessment such as this extremely difficult. In this study, Andersons

This study looks at gross and net margins - but the net margins quoted do not,
first, include property and administrative costs, which could typically be around
£100 per hectare (combinable crop rotation) to £175 per hectare (rotations
including root crops). The margins also do not include rent and finance costs
as these will vary significantly between farms, depending on whether the land
is rented or owned, the level of the farmer's borrowings, and the income paid
to the farmer or farm owner.
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The results

Conclusion

s !NDERSONSg CALCULATIONS SHOW THAT AN INCREASE IN THE PRICE OF OIL TO 
per barrel would have an adverse affect on the rotational margins of
organic farming, but a more significant adverse affect on non-organic
farms.
s !T CURRENT OIL PRICES IN THIS STUDY THE NON ORGANIC ROTATION THAT INCLUDES
root crops has a margin of £638, and for the organic rotation that includes
root crops the margin ranges from £539 to £589 per hectare (depending
on whether any income from the clover leys is included or not) - the nonorganic system is more profitable.
s 7ITH OIL AT  THE NON ORGANIC ROOT CROP ROTATION HAS A MARGIN OF a
and organic margins range from £375 to £425 (depending on whether
any income from the clover leys is included or not) - the two systems are
approaching equality in profitability, but the organic system is still just
behind.
s !T CURRENT OIL PRICES THE TWO NON ORGANIC COMBINABLE CROPS SYSTEMSg
margins range from £397 to £449 (depending on the rotation), and the
organic combinable crop rotation’s margins range from £405 to £445 per
hectare (depending on whether any income from the clover leys is included
or not) – in other words, the two systems currently show similar rates of
return.
s 7ITH OIL AT  NON ORGANIC COMBINABLE CROPS SYSTEMSg MARGINS RANGE
from £296 to £348 (depending on the rotation), and organic margins
range from £371 to £411 (depending on whether any income from the
clover leys is included or not) – organic farming is now more profitable.

This modelling shows that higher input prices will, naturally, increase costs
for all farmers. The results are subject to the caveats discussed above. In
addition, there are factors that have not been considered, such as the
increasing scarcity of oil and in particular natural gas, currently used to
manufacture artificial Nitrogen fertiliser. It is clear from the figures supplied
by Andersons that the current wholesale price for organic potatoes is not high
enough given the costs and risks of growing the crop, which is why many
organic producers aim to supply the public direct through farmers’ markets,
farm shops and organic box schemes, where more reasonable returns are
available. This study does not consider the impact of changes in demand, led
by both increased food prices, and the public health drive to change diets to
reduce the £6 billion per annum cost to the NHS and the UK economy caused
by diet-related ill-health.
Both organic and conventional farmers will respond to all of these changes to
try and defend the profitability of their business, and it is likely that a number
of new approaches will be introduced in response to the pressures outlined
above. In a period of rapid change, and bearing in mind the narrowness of the
gap between the systems, the quality of the management of individual farm
businesses will be even more important in determining their profitability.
However, with all these qualifications in mind, the study does show that higher
oil prices will have a more significant impact on non-organic farmers, and will
move some organic systems into higher profitability than similar non-organic
rotations.

Peter Melchett
Policy Director, The Soil Association
August 2008
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