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Investments in Agriculture
Investments in agriculture have been very profitable and they have room to grow.
The portfolio has investments in the following sub-sectors:



equipment distributors (well established companies)
equipment innovators

Performance

Overview
Prospects for Agriculture in North America
In a much earlier post I wrote about the past state of the sector. I used the
phrase: Been down so long it look like up to me. The sorry tale is depicted below:

https://www.ers.usda.gov/data-products/chart-gallery/gallery/chart-detail/?chartId=92450

The Bad
Statistics about farm incomes, foreclosures, indebtedness and farm consolidation
don’t begin to characterize the state of farming communities:





Service centres (villages and towns) are being hollowed out as industries close up
in the face of foreign competition.
Farm kids are leaving for easier work and better pay.
Many rural communities are being ravaged by high rates of drug addiction,
especially opioids and are less able to cope due to cutbacks in tax revenues.
The cohesiveness of rural communities is being challenged by farm consolidation
and the loss of a critical mass of “neighbours”.
All of this has had a negative impact on those who remain. However ….
The Good
In the face of this, it has to be remembered that farmers are resilient and are better
positioned for a recovery than in times past:







Lessons from past recessions have been remembered – farmers have been much
more conservative with money management.
Federal subsidies have buttressed farm incomes to the point where subsidies
constitute a substantial part of farm income in some instances … and they keep
farmers on the land.
It appears that farmers are more willing to adopt new technologies in an effort to
remain competitive … but most retain a “show me first” attitude.
Farm equipment and service providers have continued to refine their offerings
and are starting to present them in a more “farmer friendly” way.
Down is starting to Look Up
There are indications that farmers will receive more cash from farming activity.

https://www.ers.usda.gov/topics/farm-economy/farm-sector-income-finances/farm-sector-incomeforecast/

Another sometimes under-appreciated dynamic is that farm productivity continues
to improve.
While some may debate this, I think that the path of rising farm productivity will
accentuate farmers’ incomes. The increase in productivity in recent decades has
been nothing short of remarkable.
Of course, there has been collateral damage along the way but memories are short.
I would argue that technology and improved practices have improved food quality
and lessened environmental impacts. Prior to the 1920’s and 30’s agriculture was
nothing short of an ecological disaster in North America: landscapes stripped bare
of trees, wetlands drained, unfettered erosion (wind and water), indiscriminate
application of toxic chemicals, tremendous amounts of food wastage, abysmal
state of animal welfare … the list goes on. It is so much better these days and there
is the promise of better days ahead … it will not always be an easy path.

https://ers.usda.gov/data-products/agricultural-productivity-in-the-us/summary-of-recent-findings/

It is widely agreed that increased productivity is the main contributor to economic
growth in U.S. agriculture. The level of U.S. farm output was about 2.9 times its
1948 level in 2017, growing at an average annual rate of 1.53 percent over the
period. Aggregate input use increased at a modest 0.07 percent annually in the
same period, so the growth in farm sector output was primarily attributed to
productivity growth, which increased at an average 1.46 percent per year. But what
exactly is productivity?
Specifically, annual productivity growth is the difference between growth of
agricultural output and growth of all inputs used. Productivity, therefore, measures
changes in the efficiency with which inputs are transformed into outputs. Input
measures are adjusted for changes in their quality, such as improvements in the
efficacy of chemicals and seeds, changes in the demographics of the farm
workforce, or innovations in machinery design. As a result, agricultural productivity
is driven by innovations in onfarm tasks, changes in the organization and structure
of the farm sector, and research aimed at improvements in farm production. In the
short-term, measured agricultural productivity can also be affected by random
events like weather.

Headwinds have turned to Tailwinds
Farmers in North America, New Zealand and Australia are supported by a robust
infrastructure which allows them to respond quickly to changing market conditions.
Also, it seems that prospects for exports are improving: the continued appetite for
foodstuffs by China; and, the possibility of a more “reasonable” climate for
international trade with the exit of Trump, although this is in flux. There is also the
possibility the climate change will favour North America disproportionately as a
reliable provider.

https://openknowledge.worldbank.org/bitstream/handle/10986/4387/9780821379875_overview.pdf?sequenc
e=102&isAllowed=y

An important aspect of climate change is resiliency – the ability of a society to
address the challenge of climate induced stress. As a general rule, richer societies
are more able to cope by dint of a more well developed infrastructure, greater
financial resources, and the capacity to develop and diffuse new technology.

Implications for Agriculture Stocks in the Portfolio
Improved cash receipts should improve farm sentiment.

https://ag.purdue.edu/commercialag/ageconomybarometer/ag-barometer-drifts-lower-farmers-remainconcerned-about-the-future-despite-strong-economic-conditions/

For the second month in a row, the Farm Capital Investment stood at a record high
of 93 which is more than double its April 2020 reading of 38. January was also the
second month in a row that 15 percent of respondents said they plan to increase
their purchases of farm machinery in the upcoming year when compared to a year
earlier. The machinery purchase question is a relatively recent addition to the
monthly barometer survey, only dating back to March 2020. Still, the December and
January responses to this question are by far the most positive responses received
to this question to date, with nearly four times as many producers this winter
indicating they plan to increase their farm machinery purchases than expected to
do so last spring.
Farmers in regions served by companies in the portfolio have good reason to
anticipate higher farm incomes. Further, they will have the resources to replace
aging farm fleets. During tough times, the “fleet” has aged as new equipment
purchases were something like fifth in the rank of priorities for farm expenditures

in recent years. I will leave it to readers to look at projections for increased
commodity prices (they are promising) and the opening of export markets.
As a result, equipment sales have increased: Farm tractor sales start strong in
2021
Favourable Climate and High Resiliency
It is no accident that the equipment distributors in the portfolios have operations
in “climatically favoured” jurisdictions. While adverse weather events will continue
to challenge producers, these jurisdictions are resilient: they have the economic
and technological and information sharing resources to ameliorate impacts. This
has significant implications for businesses dependent on the farm economy.
Companies in the portfolio are strategically well positioned in this environment and
the recent performance of share prices reflects this.

Performance of Holdings in Agriculture

Equipment Distributors
Cervus Equipment and Titan Equipment have risen more than 30 percent since
they were purchased on November 23, 2020. One of the reasons I bought these
companies was the thought the geographic diversification might provide a measure
of safety against adverse climatic events. The companies are not “pure plays” as
they are reliant on other sectors such as transportation and construction (sectors

which should do well if/when infrastructure funding ramps up in North America
and Australia.

Equipment Innovators
CO2 GRO
The company is making the transition from technology development to marketing
and distribution. It is the only company in its “niche” and has no competitors (so
far … as patent infringement is always a threat). After years of following the
company’s progress, I have the sense that it is just starting to roll down the runway.
Announcements are coming quickly:
Press Releases
This is reflected an increased share price: 170 percent in the last twelve months!
The company’s website has some compelling videos and other material in support
of the technology. It has been proven to work in real world applications for a wide
variety of crop types.
I have been tremendously impressed by the management of this company: the
vision to transform a moribund company by refocussing the application of a
fledgling technology to serve a more promising market opportunity; the skill and
tenacity to bring that vision to reality by proceeding deliberately to establish a
rigorous science-based proof that the technology works; the understanding that
farmers require demonstration projects to see the technology in action. The
challenge before the company is to proceed strategically to maximize its resources
in expanding its markets. I regard the current efforts as an exercise in “adaptive
management” – a continuous series of experiments with various
distribution/licensing agreements to see what works in various jurisdictions and
which respect the cultural and economic circumstances of the various target
markets. GROW and the following company are some of my most exciting
investments.

Clean Seed Capital
Like GROW, CSX has no difficulty in securing financing. And like its partner in the
portfolio, Clean Seed is making the turn to commercialization by augmenting its
management skill sets by recruiting new staff. A series of recent news releases
shows the accelerating pace of the company in this regard. (Check the company’s
web site.)
The growth of Clean Seed will be a gradual process as the Seeders are high price
ticket items and the farm community is slow to adopt new technologies. In
recognition of this, Clean Seed has several demonstration areas for this “show me”
community.
I admire the management of Clean Seed. Time and time again, it has demonstrated
its agility in addressing major issues in a creative way. Its President calls it “out of
the box thinking”. The latest development is this:
March 4, 2021 – Vancouver, British Columbia – Clean Seed Capital Group Ltd.
(“Clean Seed” or the “Company”) (TSX-V: CSX) announces the opening of its virtual
recruitment campaign for agricultural equipment dealers and precision agronomy
companies interested in distributing the SMART Seeder MAX™/MAX-S™ models and
related technologies, initially Canada and the United States. The virtual “Call for
Distribution” recruitment campaign is now available and leverages all major social
media platforms, both organically and via sustained demographic targeting
campaigns with online click through forms. The campaign is designed to accept
information from prospective distributors based on their geographic region,
capabilities and interest in contributing to the advancement of agriculture.
A few days earlier, I spoke with Colin Rush, COO of Clean Seed, about marketing
and distribution. I was concerned about the Canadian distribution agreement with
Rocky Mountain Equipment and the implications of RME being taken into private
ownership. (See earlier posts about that matter.) He responded that RME will still
have a role in that the Seeder will be sold on an exclusive basis through some
dealerships but that in the rest of Canada and North America, a different approach
will be taken (as quoted above).

Elements of the new approach:










Clean Seed will seek proposals from agronomists for partnerships to market Clean
Seed’s technology.
The rationale is that agronomists are key players and have a front line presence
with farmers and are well distributed geographically.
One of the major issues with farmers these days is how to integrate diverse
technologies into field-ready solutions tailored to meet their needs.
Agronomists will be able to integrate CSX technology as part of these solutions –
something that many dealerships just don’t have the capacity to provide. It is an
elegant marketing technique: simple, provides great geographic reach at low cost.
Agronomists will receive compensation for their efforts.
Local equipment dealers will also receive compensations for sales and service.
For the most part, local dealers will be end line dealers and have the flexibility to
sell and service Clean Seed Equipment.
Training and parts service will be provided by Clean Seed to the dealers.
Pro’s






It expands the geographic reach of marketing by recruiting an agronomist sales
force which has a face-to-face presence with farmers and can integrate Clean
Seed Technology as a part of farm-specific solutions.
The presence of demonstration areas provides potential clients with the “show
me” experience that farmers require.
It provides end line dealers with new source of revenue and they won’t have to
bear the cost of paying in advance for new equipment for their show rooms.
Risks




The logistics of serving farmers in a timely way will be challenging if distribution is
dispersed among widely dispersed dealerships.
It is not clear how Clean Seed will train technicians at dealerships but I suspect
that an on-line 24/7 centralized tech support centre will help. (Internet
knowledge support can be very effective. In fact, I know an emergency room
doctor who has referred to Youtube videos of surgical procedures to brush up on
a technique on occasion with very positive results … could be the potential topic
for a comedy sketch)



In the early going, some dealerships may not find it profitable to service a limited
number of Clean Seed’s machines.
It will be interesting to see how this experiment unfolds. There is no end to human
ingenuity and the open nature of Clean Seed’s call for proposals may yield some
very interesting arrangements.

Future Scenarios for Clean Seed
I see two possible trajectories:
A. Organic expansion
This could be done by continuing building its capacity for domestic distribution and
manufacturing to serve North American markets. Additional revenue could be
gained through licensing agreements or similar vehicles to provide rights to other
manufacturers for part or all of the machines. For example, an Indian manufacturer
could modify Clean Seed’s technology to meet the needs of the Indian market.
Further, production in offshore countries would provide a mechanism to address
import tariffs and other barriers.
B. Acquisition by Another Party
While an acquisition is always a possibility I have the sense during discussions with
management, that their intent is stay on the path of developing the market for their
technology. There is a strong sense of personal commitment and of pride in having
successfully navigated through some very significant challenges. However, if the
right offer came along ….

Concluding Remarks
I have the sense that the aforementioned companies will be resilient in the face of
market turbulence.
Farm equipment distributors have demonstrated their staying power in the face of
a miserable farm economy. Further, they have an excellent moat in that the service
function cannot be replaced by on-line operations. Customer loyalty, built up the

decades of relationships with local farmers, is also very durable. The need for the
replacement of aging equipment will be a driver of sales.
I figure that the prospects for CO2 GRO are very promising. It has no competitors.
It should prosper once the technology gets a foothold in the greenhouse industry.
In order to remain competitive, farmers will be driven to adopt new technologies.
In the case of GROW, the technology provides demonstrated improvements to
yields. Further, it can be incorporated easily into existing operations.
Clean Seed is faced with the challenge of marketing high price equipment to a
conservative market. However, the benefits of the equipment are compelling to
consolidated farming operations which have both the need and the resources to
improve their efficiency. It is attractive as a long-term investment proposition.
I anticipate that the share prices of the innovators will be fairly volatile but that
they will reward investors with a time horizon of five years or more. CO2 GRO and
Clean Seed are my two largest holdings. I have added to the positions as the
companies have achieved major milestones.
As to the farm equipment dealerships, I will hitch a ride with the expectation that
rising sales will be reflected in the performance of their shares. So far, the ride has
been quite enjoyable.
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