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It's The Margins That Matter

Read “It's The Margins That Matter” below, and the answer the following questions.

Questions
1. Describe the key difference between asset value and cash flow in an agribusiness context, as highlighted by Dr. Jacqueline Rowarth. Explain how a farming business can be "asset rich" while experiencing a cash flow shortfall on its cash flow forecast.

2. Explain how rising costs of production impact a farm's projected cash flow forecaster, and why record product prices do not necessarily result in surplus closing bank balances.

3. Evaluate how cash flow forecasting assists farm managers in navigating public misconceptions surrounding farm profit margins, seasonal cash lag, and debt servicing.
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Written by Dr Jacqueline Rowarth
OPINION: It appears to be difficult for people who haven’t tried to run a business to understand the difference between assets and cash.
Nor do they understand that record payouts and schedules aren’t the same thing as record profits – it is the margins that matter. Or that the risk in farming is such that interest rates are higher than for housing, and that if something goes wrong, it is the house as well as the business that might be lost.
Farmers and growers understand all these factors, but somehow the message is not getting through to society in general and some groups in particular.
Economists have tried to explain that farming is hard work with variable returns on the investment – and that the payoff isn’t in farming, it is when the farm is sold and capital gains banked that the farmer benefits. But strangely, the capital gains that are expected to be part of selling the family home are considered to be ‘unfair’ in farming.
Even more strange is the adoption of the phrase ‘farming is a lifestyle’ by those outside the industry. Although farmers use the phrase to justify the challenges of working in the industry, and to try and encourage the young to consider that they might have a future in farming, when people outside of the industry start using the phrase it tends to be in justifying why farms aren’t businesses.
New Zealand is not unique in the lack of understanding.
UK farmers are battling the Inheritance Tax. Many farm businesses are marginal or loss-making, with families surviving on subsidies (which are reducing) and off farm income. Despite this they will soon be hit with unaffordable inheritance tax bills, which in many cases will dwarf their annual profit. The television programme, Clarkson’s Farm, has been helpful in bringing the issues to the fore, but the ever-changing UK government leadership has not indicated any relief. Although Andy Burnham has pledged to “safeguard” farming and declared it a “critical sector”, the statement appears to be more about national manufacturing and food security than assistance for farmers.
Food security has also been in the news here, with statements that ‘food should be cheaper’. These statements overlook the costs of production.
Margins matter.
percentage of revenue) help pump the economy for the benefit of everybody as the money goes round. It is the rising tide floating all boats, and the tax paid to the government by profitable businesses is invested in education, health, infrastructure and other public services.
These good messages are lost in the hype about the ‘crisis’ in the cost of living.
A crisis is something that is short lived; inflation escalated during 2021 and although it has reduced at various stages since then, various weather events and global disruptions have combined to continue uncertainty and price fluctuations.
The reality with the cost of living, at least according to the Reserve Bank Inflation Calculator, is that in the last year to Q1, wages and food increased by 4%.
And despite the ongoing gloom about crises, public happiness, safety and ‘being surrounded by such diverse, breathtaking scenery’ all help to improve the country’s score.
Despite this, ‘crisis’ continues to be top of mind for people living here and food is considered to be part of the problem.
Whose job is it to explain that when the minimum wage goes up, everything increases in price at every stage?
Whose job is it to explain that record prices do not equal record margins? And who should try and explain the difference between assets and cash?
Should NZ on Air consider the equivalent of Clarkson’s Farm to raise issues while providing information and education? Some of our kiwi farming personalities could be hosts. Perhaps different episodes could be presented by past presidents of Federated farmers of New Zealand, interspersed with past Young Farmers of the Year?
Whatever the solution, kiwi ingenuity should be able to think of something to assist general understanding.
Margins matter, cashflow is important, and food inflation matches wage increases. Everybody has a part to play in getting the message through.

Dr Jacqueline Rowarth, Adjunct Professor Lincoln University, is a director of DairyNZ and Ravensdown. She is also a member of the Scientific Council of the World Farmers’ Organisation. 




Answers
1. Describe the key difference between asset value and cash flow in an agribusiness context, as highlighted by Dr. Jacqueline Rowarth. Explain how a farming business can be "asset rich" while experiencing a cash flow shortfall on its cash flow forecast.
· Asset Value represents the total monetary worth of property owned by the business (e.g., land, livestock, machinery, working capital).
· Cash Flow represents the physical movement of actual cash coming into (inflows) and going out of (outflows) the farm's bank account over a specific timeframe.
· Asset-Rich but Cash-Poor Condition: A farm may own millions of dollars in capital assets like farmland and infrastructure, but these illiquid assets cannot be directly used to pay immediate operational costs. High farmgate prices or record gross revenues do not automatically guarantee positive liquid cash flow if production costs, interest rates, and operational overheads absorb those revenues, resulting in low or negative net cash margins.

2. Explain how rising costs of production impact a farm's projected cash flow forecaster, and why record product prices do not necessarily result in surplus closing bank balances.
· A cash flow forecast tracks cash timing. When input costs (such as fertiliser, feed, fuel, interest rates, and compliance) rise rapidly, cash outflows increase.
· Public perception often equates high commodity or food prices with high profits. However, net profit margin—the percentage of cash revenue remaining after deducting cash operating costs—is what dictates bank balances. If cash outflows increase faster than or equal to cash inflows (even during high payout periods), the farm's operating cash margin shrinks. As a result, the closing cash balance on the cash flow forecast remains tight, leaving little working capital liquidity despite strong gross income figures.

3. Evaluate how cash flow forecasting assists farm managers in navigating public misconceptions surrounding farm profit margins, seasonal cash lag, and debt servicing.
· Agribusinesses face an inherent lag between when cash outflows occur (e.g., purchasing stock feed, fertiliser, and seed ahead of the growing season) and when cash inflows arrive from commodity sales. A detailed cash flow forecast enables farmers to identify cash deficit months well in advance and arrange appropriate overdraft limits or working capital facilities rather than relying on asset value.
· Operating a sustainable business requires understanding that high asset valuations do not generate liquid cash to pay bills. Forecasting isolates operating cash inflows from asset capital gains, allowing management to evaluate whether the business margin is generating enough cash to cover debt servicing, taxation, personal drawings, and re-investment.
Conclusion: Cash flow forecasting is an essential decision-making tool that bridges the gap between gross revenue and actual liquidity. By continually updating cash forecasts with real-time costs and market prices, agribusiness managers ensure that cash margins are protected, debt obligations are met, and the farm remains solvency-sound regardless of broader public misunderstandings regarding farm gate prices.
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Agribusiness in Schools

DELIVERING AGRIBUSINESS TO NZSECONDARY SCHOOLS




image3.png
new zealand

Meat Industry Association

. -~ \\\\\\\ ),
Dairynz? | (beettamp) | @IGALLAGHER | [AGMARDE| | Rabobank b | HMIA

“~2<).  New Zealand National

'b
=7 Fieldays ‘ @szl | FAIRVIEW |  GoHor ‘ ' ‘@r)

&7~ Society Inc.





