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How are farms structured in England?

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

Section 1
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How many of each farm type are there in England and how much land do they use??

Grazing Livestock 
(LFA)

12,600 Farms

Pigs
76k ha

Horticulture
4,300
Farms

Poultry
2,500 Farms

Area of land used by sector type.
Total Farmed Area: 9.1 million hectares (ha)

Grazing 
Livestock (Less 
Favoured Areas)

1.3million ha
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3.0million ha

Grazing 
Livestock 
(Lowland)

1.4million ha
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Number of farms by sector type.
Total Farm Holdings: 107,000

33%

15%
18%
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17%

4%
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8%

6%

Dairy
6,500 
Farms

In England in 2016, cereals farms used the largest amount of farmed area (33% of total), 
and grazing livestock in lowland areas had the greatest number of farms (30% of total). 
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In England, how are farms distributed in terms of economic size?

% total 
Output
(€ million)

% total Farm 
Businesses

% total Farmed Area
(thousand Hectares)

Very Small Small Medium Large Very Large

42% 30% 11% 9% 7%

2% 11% 12% 19% 55%

23% 19% 21%

Total

97,900
Farm 

Businesses

€16,200
million 

estimated
output

9,1
Million

hectares

Standard Output €25K to €125KUnder €25K €250K to €500K€125K to €250K At least €500K

Economic Size 
Classification

Note - the chart excludes businesses classified as ‘specialist horse’

In England in 2016, a small number of economically large farms (7%) produced over half 
(55%) the agricultural output using just 30% of the total farmed land area.

41,200 29,600Number of farm 
businesses

11,200 7,0008,900

8% 30%
Standard Output measures the total value of output of any one enterprise - per head for livestock and per hectare for crops. For crops 
this will be the main product (e.g. wheat, barley, peas) plus any by-product that is sold, for example straw. For livestock it will be the 
value of the main product (milk, eggs, lamb, pork) plus the value of any secondary product (calf, wool) minus the cost of replacement.

The Future Farming and Environment Evidence Compendium (February 2018)

FADN/ FBS coverage
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Why remove Direct Payments?

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018) 5

Section 2



 is the rationale for removing Direct Payments?

Untargeted Income 
Support 

Undermine efficiency 
and productivity growth

Fail to deliver optimal 
environmental outcomes

Direct Payments provide income 
support, but lack a system of 
means testing. Instead, the 
amount received is largely 
dependent on the land area of the 
farm, providing support to many 
high income households.

Direct Payments can dampen the 
focus of some farm businesses to 
seek out and adopt best practice 
to optimise performance. Direct 
Payments can also hold back 
structural change and exert 
upward pressure on land prices 
and rents.

Around 30% of the Direct Payment 
depends on Greening, however a
report into Greening from the 
European Court of Auditors 
concluded that the mechanism was 
unlikely to significantly enhance 
environmental and climate 
performance. 

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

What is the rationale for removing Direct Payments?

Evidence suggests that Direct Payments offer poor value for money and introduce 
distortionary incentives, which inhibit the development of a productive and competitive 
agricultural sector that delivers optimal environmental outcomes.
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Direct Payments lack any system of means testing/ 
targeting
Direct Payments are paid to farms based on the amount 
of agricultural land they maintain and are not targeted in 
any way. Farm households with incomes over £45,000 
received an average Direct Payment of £24,400, 37% 
higher than the average subsidy paid to farm households 
with household incomes of £15,000 or less. 

If an income support scheme is to improve equity, 
payments should go to farm households with an income 
lower than the average UK household income. However, 
a significant amount of Direct Payments go to 
households with incomes above average UK household 
incomes. 

Means testing would also take into account wealth or 
assets, including ownership of property, when assessing 
eligibility. However Direct Payments do not take this into 
account. On average, between 2014/15-2016/17 the 
wealth of those who received Direct Payments was 
higher than that of the average GB household.
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>£45,000

Median GB household wealth 
(net, June 2014-June 2016): 

£0.26m

Average Direct Payment received by household income band 
(excluding Direct Payments), 2012/13 to 2014/15

Farm business wealth 
(net, 2014/15-2016/17): 

£1.73m

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

Some low income farm households are supported by the current system
From 2012/13 to 2014/15, those with a collective farm household income of 
less than £15,000 had an average income of -£1,200 without Direct Payments. 
The farm businesses associated with these households received an average 
Direct Payment of £17,800, pushing their average household income up to 
£16,600. 

However, many of the lowest income farm households are also among the 
least profitable farms. Improvements in the farm business may therefore 
improve household income.

Why are Direct Payments not an effective means of income support?

From 2012/13 to 2014/15, farm households with incomes over £45,000 received an average 
Direct Payment of £24,400, 37% higher than the average subsidy paid to farm households with 
household incomes of £15,000 or less, who received an average Direct Payment of £17,800.
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How does economic performance vary between the highest and lowest performing farms in England?

Ratio of economic performance 
of top 25% vs bottom 25% 1.45 1.77 2.26 2.19 1.65 2.25 1.65 2.08 1.49 1.82

Farm Business Income (FBI) is calculated as the difference between Farm Business Outputs and Farm Business Inputs. It does not 
deduct the cost of unpaid labour. When calculating farm economic performance, unpaid labour is included as a cost. This allows a fairer 
comparison between farms with employees and those that use unpaid (often family) labour.

Ratio of the average output costs and average input costs for whole farm business for the top 
25% of farms, middle 50% (25%-75%) and bottom 25% of farms, 2016/17  

For the top 25% of farms across 
each sector, cereal farmers had 
the best average performance 
with outputs 40% higher than 
their inputs in 2016/17.

0

1

2

Dairy Cereals LFA
grazing

livestock

Lowland
grazing

livestock

General
cropping

Horticulture Mixed Pigs Poultry All farm
types

Top 25% Middle 50% Bottom 25%

Comparing average economic 
performance of the top 25% of 
farms to the bottom 25% of farms 
shows the largest performance 
gap was among horticulture and 
grazing livestock farms.

If the bottom 25% of farms 
improved to become more in line 
with the average then productivity 
for the whole sector would 
increase.

A ratio of 1 means the outputs = inputs

The Future Farming and Environment Evidence Compendium (February 2018)

Across all farms types in England in 2016/17 , the average performance of the top 25% of 
farms was 1.8 times better than the bottom 25%. The largest gap was among horticulture and 
grazing livestock farms, and smallest within poultry and dairy.
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Agricultural land prices have risen significantly faster than other land prices over the last 
decade, although they have fallen back in the last couple of years.
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Agricultural land values have increased faster than Greenfield 
Development land

The Savills Farmland Value Survey showed an increase of more than 
300% between 2001 and 2015, although prices have fallen back a 
little since.

This increase in agricultural land prices outstrips growth in some 
other land values, such as the Savills Greenfield Development Land 
Price Index, which only rose by 36% between 2001 and 2017and was 
in part impacted by falls during the financial crisis in 2008-09.  

Only a small area of agricultural land changes ownership each year. 
In England and Wales in 2016 only 0.25% of the utilised agricultural 
area was sold. This tightness of supply, as well as Direct Payments, 
both act to maintain high demand and prices of agricultural land . 

Direct Payments may encourage sub-optimal investment
Direct Payments increase farmers’ cash-flow, giving them greater 
opportunity to invest in items such as machinery. In 2016/17 after 
excluding land value, more than half of farms (56%) in the Farm 
Business Survey (England) showed a negative overall return to 
capital. This suggests that Direct Payments are facilitating a 
substantial amount of investment, which is worsening not improving 
farmers’ returns. 

Savills Farmland Value Survey (Great Britain)

Savills Greenfield Development Land 
Price Index (United Kingdom)

% change since 2001, Savills Farmland Value and Greenfield 
Development Land

What has been the impact of Direct Payments on land values and investment?

Negative 0-<2.5% 2.5%-<5% 5%-<10% 10%+

% of farms and their Return On Capital Employed (ROCE) 
excluding the value of land, 2016/17 in England

A positive ROCE shows that the farm is 
generating an economic return on capital 
used. Unpaid labour is included as a cost. 
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56% 7% 7% 11% 18%
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How much do Direct Payments contribute to farm 
revenue and profits?

Section 3

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018) 10



How are Direct Payments allocated and who gets what? 

The total Direct Payment paid in 
England in 2016 was £1.65bn and 
the largest recipients were located 
across the country.

Of the top 50 recipients in 2016, 
37 had mostly arable crops (e.g. 
wheat, oilseed rape) or legumes 
(e.g. peas/beans) and 9 had 
mostly permanent grass.

Direct Payments are allocated based on land area. In 2016, the top 10% of recipients in England 
received almost half (47%) of the £1.65bn total payments, while the bottom 20% received 2%.

Direct Payment
Basic Payment 

+ 
Greening 

+ 
Young farmer payment

Data as at 30 Nov 2017.

10% of claimants received half 
the total paid, getting more 
than £45,610 each

20% of claimants received 2% 
of payments, getting less than 
£2,580 each

The Basic Payment is non-competitive and 
based on land area. Certain minimum standards 
on animal and public health and environmental 
standards must be met (known as Cross 
Compliance).

The Greening payment is a 30% portion of the 
Basic Payment, paid for meeting certain 
environmental standards. There is also a payment 
for claimants qualifying as a Young Farmer, 
although this makes up a very small portion of total 
payments. 

Only farms over 5 hectares can 
apply for Direct Payments, so 
many small farms receive nothing.

The Future Farming and Environment Evidence Compendium (February 2018) 11
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1,000,000

All Farms Cereals General
cropping

Dairy Horticulture LFA
Grazing

Livestock

Lowland
Grazing

Livestock

Mixed Pigs Poultry

13% 9% 5% 1% 1%2%11%15%21%

Average Farm Business Output and the proportion that comes from Direct Payments by 2016 farm type (based on 3 year 
matched dataset 2014/15 to 2016/17

% of which comes from Direct Payments

Farm Business Output (a measure of the revenue farms receive)

Revenue (Farm Business Output) is the total sales generated by a farm business. 
The importance of Direct Payments varies across sectors: Direct Payments made up the largest proportion of revenue for Less Favoured 
Area Grazing Livestock farms (21%) and Lowland Grazing Livestock farms (15%), Cereals (13%) and Mixed Farms (11%).

9%

On average, Direct 
Payments made up 9% 
of revenue across all 
farm types.

For Poultry, Horticulture and Pig farms, only a very small proportion of revenue comes from 
Direct Payments. Fewer of these farms claim Direct Payments than other farm types as they 
tend to be smaller, and are more likely to have land that is ineligible for Direct Payments.

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

On average, over the period 2014/15 - 2016/17, Direct Payments made up 9% of revenue 
across all farm types. Direct Payments were a greater factor in revenue for some sectors, such 
as Less Favoured Area Grazing Livestock farms, where they made up an average of 21% of 
total revenue.

How does the contribution of Direct Payments to revenue vary by sector?

12



Farm Business Income = Farm Business Outputs - Farm Business Inputs

Inputs are resources used in the production 
process, such as feed, materials, labour and 
machinery, measured in physical or financial terms. 

Crop Output
(£102,000)

Average inputs and outputs for all farms from 2014/15 – 2016/17

Costs (£141,000) Around half of costs to farms are variable, 
changing depending on the level of production, and the other 
half are fixed, of which machinery is the largest.

Agri-environment (£6,600) Payments to deliver 
environmental outcomes, compensating for income 
foregone in providing them.

Diversification (£17,800) Non-agricultural 
work of an entrepreneurial nature, on or off 
farm, but utilising farm resources.

Direct Payments (£25,200) 
Direct Payments contribute, on 
average, £25,200 to the revenue 
of the farm,  but also have costs 
(£2,500) associated with them, 
such as the application process 
and cross compliance. This 
means that the average net 
income from Direct Payments 
was around £22,700.

Total variable costs
£122k

Total fixed costs
£119k

Agricultural Output
£228k

Input 
costs

Output 
value

Agriculture (£227,500)
Main measure of the value of 
crop and livestock outputs.

Farm Business Income (£37,000)
The amount that a farm business has left after 
costs to invest, pay taxes and pay salaries. 

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

Farm Business Income (FBI) is a measure of net profit, calculated as Farm Business Outputs 
(revenue) minus Farm Business Inputs (costs). Between 2014/15 to 2016/17 the average 
profit across all farm types was £37,000. 

How is Farm Business Income calculated and what was the average for all farms in England in 2014/15-2016/17? 

Output values include the total value of crops 
produced, livestock enterprise output, by-products, 
forage and cultivations, and miscellaneous output.
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%

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

For Grazing Livestock 
farms, Direct Payments 
received were equivalent to 
almost all of their average 
Farm Business Income. 

For Mixed farms the amount 
received from Direct Payments 
was greater than their Farm 
Business Income.

Fewer Pig, Poultry and Horticulture 
farms claim Direct Payments than 
other farm types. These farms tend 
to be smaller, and are more likely to 
have land that is ineligible for Direct 
Payments.

Average FBI

% of which 
Direct Payments 

Across all farm types, over the period 2014/15 to 2016/17, Direct Payments were 
equivalent to 61% of Farm Business Income (profit), but this varies greatly by sector, being 
most significant for Grazing Livestock and Mixed farms.

How does the contribution Direct Payments make to farm profit vary depending on farm type? 

61%
79% 60%

38% 91% 94% 20% 8%
114% 10%

£37,000 £40,600

£56,600 £59,600

£22,300 £15,500

£56,600

£112,000

£37,700

0

20,000

40,000

60,000

80,000

100,000

120,000

All farm
types

Cereals General
cropping

Dairy LFA
Grazing

Livestock

Lowland
Grazing

Livestock

Pigs Poultry Mixed Horticulture

£ per farm

£22,400

Direct Payments as a proportion of the Average Farm Business Income (FBI) by 2016 farm type, based on 3 year matched 
dataset 2014/15 to 2016/17
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2

Average Farm Business Income (FBI) and the proportion that comes 
from Direct Payments by tenancy type, based on 3 year matched 
dataset 2014/15 to 2016/17

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

37% 
of farmed area in England was rented. 

13% 
of farm holdings were 

wholly tenanted in England 
(14,100 farms), accounting 

for 15% of farmed area 
(1.4million ha).

33% 
of farms were mixed tenure 

(partly owned and partly 
tenanted). These accounted 

for 50% of farmed area 
(4.6million ha). 

£219
average rent for Farm 

Business Tenancy (FBT) 
agreements per hectare.

£181
average rent for Full 

Agricultural Tenancy (FAT) 
agreements per hectare.

In 2016…

How does the contribution of Direct Payments to profit vary by tenancy/land ownership status?

Over the period 2014/15 to 2016/17 Direct Payments were equivalent to 83% of Farm Business 
Income for tenanted farms, more than all other land ownership groups. 

Average Farm 
Business Income

% of which Direct 
Payments

£37,000

£27,80062%

56%

59%

83%

61%

Owner occupied

Mixed - mainly 
owner occupied

Mixed - mainly 
tenanted

Tenanted

All farm types

£28,400

£51,400

£44,400

%

FAT, or 1986 Act tenancies, were agreed before 1 September 1995. Generally, 
these tenancies have lifetime security of tenure.

FBTs are those agreed since 1 September 1995 under the Agricultural Tenancies 
Act 1995. These can be formal and informal.
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Proportion of Farm Business Income (FBI) that comes from Direct Payments, based on 3 
year matched dataset 2014/15 to 2016/17

47%

62%

78%
67%

50%

68%

55%

98%

2

% represents the 
income from Direct 
Payments as a 
proportion of Farm 
Business Income

Certain farm characteristics can determine 
reliance on Direct Payments
Over the period 2014/15 to 2016/17, farms in 
the North East had Direct Payments 
equivalent to 98% of Farm Business Income, 
the highest of any region in England. 

However analysis of farm characteristics 
showed that region was not a statistically 
significant factor when assessing the reliance 
on Direct Payments, but tenant farms and 
Grazing Livestock were found to be more 
reliant. The North East has a high proportion 
of Grazing Livestock and tenant farms and it 
is these characteristics that explain the higher 
reliance, not the location itself.

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

Direct Payments were equivalent to 98% of Farm Business Income in the North East over the 
period 2014/15 to 2016/17, the highest of any region. This is due to farm characteristics, such 
as a high prevalence of grazing livestock and tenant farms, rather than the location itself.

How does the contribution of Direct Payments to profit vary by region?

The North East had a 
higher concentration of 
both Grazing Livestock and 
tenant farms between 
2014/15 and 2016/17, 
which are more reliant on 
Direct Payments.

For all other 
regions in England, 
the % of FBI that 
came from Direct 
Payments varied 
between 47% and 
78%. 

16



What are the potential impacts of removing Direct 
Payments without a transition?

Section 4

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018) 17



The total depreciation cost of assets for 
England was £3bn in 2016, greater than the 
amount farms paid out in wages, rent and 
interest on loans. 

5% made 
a loss

19% 
would have 
made a loss

Distribution of all farms by Farm Business Income (FBI) ( 2014/15 to 2016/17) 

The area under the curve represents the total number of farms and how they are distributed by FBI.

12% of farms 
would have 
made over £50K

16% made 
a loss

23% of farms 
made over 
£50K

…with Direct Payments and depreciation …without Direct Payments, with depreciation 

…with Direct Payments, without depreciation …without Direct Payments, without depreciation 

Long term vs. short term impacts of 
removing Direct Payments
Depreciation is used to account for 
declines in value of tangible assets, by 
allocating it a cost over its useful life. It 
does not alter the day to day cash flow of 
a business.  

Therefore in the short term, when 
looking at the impact of instantly 
removing Direct Payments, depreciation 
costs can be excluded, and so only 19% 
of farms would not have been able to 
cover their production costs. 

In the long term farm businesses need 
to consider their depreciation costs as 
they will need to replace and maintain 
machinery and buildings. We therefore 
consider the necessary adjustments for 
the 42% of farms that make a loss on 
their accounts without Direct Payments 
but with depreciation.

% Positive FBI% Negative FBI

The area under the curve represents the total number of farms and how they are distributed by FBI.
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would have 
made a loss

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

What may be the impact of removing Direct Payments immediately? 

Over the period 2014/15 to 2016/17, 16% of farms had costs exceeding their revenue including 
Direct Payments, and without them this rises to 42%. However, costs include the depreciation 
of assets which in the short term do not need to be paid out. Excluding both Direct Payments 
and depreciation, only 19% of farms would not have been able to cover production costs. 

38% of farms 
made over 
£50K

25% of farms 
would have 
made over £50K
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Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)
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Farm Profitability (profit for every £100 inputs)
Profitability groups are defined by lining up farms in 
order of profitability from 1-100 (with 1st position 
being least profitable and 100th position being most 
profitable) and dividing these up into 10 groups, 
meaning that 10% of all farms fall within each group.

Unlike farm performance, this measure does not 
include unpaid labour as a cost. On average across 
all farms, for every £100 spent, farms received £106 
in outputs, making a profit of £6. 

Most farms have the potential to be profitable. 
However, when looking at farm profitability by farm 
characteristic (such as farm type, economic size, 
land ownership status and farmer age), some 
characteristics are more prevalent in the bottom 10% 
than the top 10%. For example, 65% of farms in the 
bottom 10% are Grazing Livestock or Mixed farms 
compared to 36% in the top 10%.

Average profit for every £100 spent by profitability group (2014/15 to 2016/17) excluding Direct 
Payments. 
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Top 
10%

42% of farms spent more on 
inputs than they received from 
their outputs (excluding Direct 
Payments).

Farm characteristics of the top 10% and bottom 10%

On average, the bottom 10% need to reduce inputs costs 
by 31%. These farms would need a longer transition 
period to adjust than farms making smaller losses.

43%
are aged at 
least 65 (farmer) 

58%
very small 
economic farm 
size 15%

are wholly 
tenanted65%

are Grazing 
Livestock or 
Mixed farms

The bottom 10% of farms who would have made the greatest losses received £69 for every 
£100 spent on inputs over the period 2014/15 to 2016/17. To break even these farms would 
need to reduce costs by 31% to £69, or increase output as well as reducing costs. 

How profitable are farms without Direct Payments?

Top 
10%
Bottom
10%

34%42% 5%36%
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Cost reduction to 
break even by 
farm type for the 
middle (median) 
farm in the 
distribution

This chart shows the wide 
range of cost reductions 
required to break even by 
those farms that would have 
made a loss without Direct 
Payments over the period 
2014/15 to 2016/17. 

The line within the middle of 
each box shows the cost 
reduction required by the 
middle (median) farm: half of 
farms require a cost 
reduction less than this value 
and half require a greater 
cost reduction. 

The median values are 
shown in brackets for all 
farms and for each farm type. 
Across all farms, half of those 
effected would require a cost 
reduction of less than 11% 
and half above 11%. 

Farms can also reduce costs 
in conjunction with increasing 
their output.

Those farms beyond this point 
(the bottom 5%) would need to 
make cost reductions of 
greater than 38%. 

Those farms above this 
point (the top 5%) need to 
make cost reductions of less 
than 1% to break even.

Reduction in costs needed to break even without Direct Payments by farm type, based on data 2014/15 to 2016/17

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

Loss making Less Favoured Area Grazing Livestock farms have the biggest challenge in 
reducing costs to break even. Half of these farms require cost reductions of less than 16% 
and half require cost reductions of more than 16%, based on the period 2014/15 to 2016/17.

How much would different farm types need to reduce costs by in order to break even without Direct Payments?

0% 20% 40% 60%

All farm types        (11%)

Cereals        (10%)

General cropping        (13%)

Dairy          (5%)

LFA Grazing Livestock        (16%)

Lowland Grazing Livestock         10%)

Mixed        (12%)

Pigs, Poultry & Horticulture        (10%)

For 90% of farms the cost reduction 
required would have been between 1% 
and 37%.

For 50% of farms the average cost
reduction would have been between 5%
and 19%.

(

LFA Grazing Livestock farms 
beyond this point would need 
to make cost reductions of 
greater than 56%. 
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How can farm businesses offset the removal of Direct 
Payments during the transition period?

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018) 21
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Monitoring Inputs
Feed efficiency, 
selective breeding 
and nutrient 
management can 
all help reduce 
costs.

Increasing OutputsReducing Inputs

Rent Reductions 
As Direct Payments act as 
an inflationary pressure on 
rents, their removal should 
see a fall in rents. 

Machinery
Many farm businesses may 
become more financially 
resilient by optimising 
investment decisions.

Efficiency Improvements/Reducing Input Costs
There are often large variations in input costs for 
farms. In some circumstances, they can work 
together to create a purchasing cooperative for  
greater buying power.

Cash flow will impact on the ability to do this as 
some farm businesses may not have the capital to 
buy in advance. Also transport costs are higher for 
farms in more remote areas, impacting both on costs 
of inputs and delivery of their outputs.

Diversification
Between 2014/15 to 2016/17, 70% of farms undertook some 
diversified activity. Around a quarter of all farms made a greater 
income from diversified enterprises (e.g. such as running an on-
farm B&B) than from the rest of their business.

The ability to diversify will depend on the characteristics and 
location of the farm. However, if more farms diversify, for example 
into tourism, this would increase the supply and thus in turn may 
lower the return to the farmer.

Environmental Land 
Management System
Farms may be able to 
consider using some of their 
agricultural land, in particular 
the less productive land, and 
use the new Environmental 
Land Management system to 
deliver environmental 
benefits.

Alternative Options 

Improving
Marketability
of Outputs

Improving 
Animal & Plant 
Health

Business Management Practices
Whilst reducing inputs and maximising 
outputs could help offset the reduction of 
subsidies, business management 
practices could also be used to make 
improvements.

Removal of Direct Payments may be offset in a number of ways, including farm efficiency 
improvements (reducing inputs or improving outputs) and diversification, although this will 
vary by type and location of farm.

What routes are there for farm businesses to offset Direct Payments?
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Fixed costs are constant in the short term meaning they are the 
same regardless of how much the farmer produces. In the longer 
term these can vary, for example, through negotiation of lower 
rent or purchasing of cheaper machinery.

Total variable costs
(£122,000)

Total fixed costs
(£119,000)

Livestock
(£56,000)

Other
(£19,000)

Crops
(£46,000)

Property
(£27,000)

Machinery
(£39,000)

Regular 
labour

(£21,000)

General 
farming costs

(£32,000)

Variable costs change as the level of output varies. For example 
if a farmer plants more crops they need to purchase more seed 
or might need more casual labour for harvesting.

Rents
On average for all farm types, rent 
contributed 44% (or £12,000) to total 
property costs, or 5% of all input 
costs between 2014/15 and 2016/17.

Many farms have no rental costs as 
they are owner occupied. For wholly 
tenanted farms, rental costs made 
up 12% (or £31,000) of their total 
costs.

General costs
This group includes items such 
as bank charges, professional 
fees, water, electricity, net 
interest payments, bad debt write 
off. 

Water and electricity comprise 
around a half of these costs.

Other variable costs
These are mainly contractor costs 
and casual labour, which increase or 
decrease depending on the amount 
produced by the farm.

By reducing costs, less profitable farms can adjust to the removal of Direct Payments. Around 
half of costs to farms are variable, changing depending on the level of production, and the 
other half are fixed, of which machinery is the largest.

Farms can become more profitable by reducing costs, but what are the costs of production for farms?
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Nutrient Management
Farmers need to make decisions on input use in 
advance, without having information on the conditions, 
future yield, or the price that the product will be sold at. 
Because of this, farmers may input standardised 
amounts, or apply excessive amounts to try and secure 
a better yield.

However, excessive use of inputs reduces profits 
because the cost of inputting more than is optimal will 
exceed the revenue gained. Farmers can optimise 
inputs so every unit of input increases profit made.

Breeding
Selecting traits in livestock can improve 
productivity and efficiency. Estimates from the 
Beef Feed Efficiency Programme suggest 
profits could increase by 39% if feed efficiency 
was incorporated into breeding programmes. 

The estimated breeding value (EBV) measures 
the genetic worth of an animal for traits like 
meat production. However, in 2018 nearly half 
of holdings rarely or never used bulls with high 
EBV when breeding beef cattle.

Feed Efficiency
Animal feed is expensive for farmers, and inefficient 
conversion to a product for human consumption 
(meat, eggs and dairy) is costly. The feed conversion 
ratio (FCR) is the amount of feed required to produce 
1kg of live weight. Since 2010, FCR has improved for 
poultry and pigs, indicating greater feed efficiency and 
increased productivity in these sectors. 

Choosing the most appropriate feeds and ensuring the 
right balance of protein and nutrients can help farmers 
reduce costs and optimise production.

Reducing crop costs

Reducing livestock costs

Always
21%

Mostly
16%

16%
Sometimes7%

Rarely

Never
40%

% holdings using bulls with high EBVs 
when breeding beef cattle in 2018

Nutrient management 
practices such changing 
the timing/application of 

fertiliser could reduce the 
amount of fertiliser 

needed, reducing costs. 
However, nearly

The majority of holdings 
spread manure, slurry or 
fertilisers, and limiting the 

use of nitrogen rich 
fertilisers to economically 
efficient levels can save 

money. However,

Measuring soil fertility allows 
farmers to determine the 

type and amount of fertiliser 
that needs to be applied, 
minimising unnecessary 

fertiliser application. 
However, nearly

1/2
of holdings do not 

have a nutrient 
management plan.

1/3 
of relevant holdings 

do not have a 
manure management plan. 

1/3 
of relevant farms do not 

test the nutrient content of 
their soil.

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

Crop and livestock inputs represent 84% of variable costs to farms. Costs can be reduced by 
practices such as improving feed efficiency, selective breeding of animals and/or following a 
detailed crop nutrient management plan developed with a qualified advisor.

How can better input management help to reduce variable costs?

24



Variable costs
£282

Fixed costs
£435

Livestock output
£600 £156 £170

Variable costs
£307

Fixed costs
£457

Livestock output
£355 £47 £160

Difference in input costs and output values per hectare for Lowland Grazing Livestock 
Farms between the top and bottom 20% by profitability.

Total Cost: £764/hectare 

Total Cost: £717/hectare 

Bottom 20%

Top 20%

Diversification

Fixed and variable input costs are slightly higher per hectare 
for the bottom 20% than the top 20% of farms. However, the 
top 20% achieved a greater revenue per hectare for their 
livestock and made more from diversification.

Direct Payment

Input 
costs

Input 
costs

Output
Value

Output
Value

For every £100 spent, farms in the top 20% 
made on average £162 compared to £88 for 
farms in the bottom 20%. 

Across all farm types, 70% of farm businesses in England 
had some diversified activity in 2014/15 to 2016/17. The 
main diversified activity was letting out buildings for non-
agricultural use; when this is excluded, half of farms had 
some other diversified activity. 

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

The bottom 20% of Lowland Grazing Livestock farms spent £764 per hectare for £673 of total 
output whilst the top 20% had slightly lower costs to produce £1161 of output, showing a large 
productivity difference. 

How does output relate to costs for the top 20% and bottom 20% of Lowland Grazing Livestock farms?

Total output: £673/hectare 

Diversification Direct Payment

Total output: £1161/hectare 
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35% 12% 14% 31% 27% 28% 41% 20% 37%

Grazing Livestock farms were the 
least likely to produce budgets and in 
depth profit and loss accounts. These 
farms also tended to have the lowest 
Farm Business Income.

Farms with higher economic 
performance are more likely to 
engage in farm business 
management practices such as 
business planning and 
benchmarking.

However, even for the most profitable 
farms, the majority still do not engage 
in farm management practices, 
suggesting room for more 
improvement across the sectors.

41% 42% 45% 18% 17% 47% 41% 31% 39%
0%

10%

20%

30%

40%

50%

Cereals General
cropping

Dairy Lowland
Grazing

Livestock

LFA
Grazing

Livestock

Pigs Poultry Mixed Horticulture

13%

8%

17%

16%

29%

29%

44%

26%

0% 10% 20% 30% 40% 50%

Top 25% of farms
Bottom 25% of farms

Produces budget, gross margins, cash 
flows, or in depth profit and loss accounts

Attends discussion groups regularly

Enterprise level / balance sheet / 
international benchmarking

Formal plan

% of farms carrying out various farm management practices by farm economic performance, 2016/17

% of farms that produce budgets, gross margins, cash flows, or in depth profit and loss accounts by farm type

Whilst reducing inputs and 
maximising outputs can help to offset 
the reduction of subsidies, business 
management practices can also be 
used to make improvements.

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

How do farm business management practices vary between the top and bottom performing farms?

To maximise farm inputs and outputs, it is important to undertake management practices. In 
2016/17, only 1/3 farms undertook practices such as producing budgets, gross margins, cash 
flows or in depth profit and loss accounts. The top 25% of farms were 2.5 times more likely to 
engage in such management practices compared to the bottom 25%. 
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What are Diversified activities?
Diversified enterprises are non-agricultural work of an 
entrepreneurial nature on or off farm, but which utilise farm 
resources. This includes letting buildings for non-farm use, the 
processing or retailing of farm produce, sport and recreation, 
tourist accommodation and generating renewable energy. 

For those farms with diversified activities, the income from 
that activity was the equivalent to almost a third (32%) of 
profit. For around a quarter (24%) of businesses, the income 
from diversification was higher than the income from the rest 
of the farm business.

There may be scope for the bottom 10% to improve profitability 
by undertaking more diversified activity. However, the ability to 
diversify will depend on the characteristics and location of the 
farm. Supply and demand may also affect the profitability of the 
activity. For example, if more farms diversified into tourism this 
would increase the supply and may in turn lower the return to 
the farmer.

Diversified activities by farm profitability
A greater proportion of farms in the top 10% by profitability (73%) 
undertook a diversified activity compared to the bottom 10% (55%) 
between 2014/15 and 2016/17. Of farms in the top 10% and bottom 
10% who did diversify, there was little difference in the type of 
diversified activity they undertook. However, farms in the bottom 
10% made on average £26/ha, compared with £161/ha for farms in 
the top 10%. 

£540m
Total income from 

diversified activities

26%
Equivalent contribution of 

diversified activities to total 
farm business income

48%
Of farms let out farm 

buildings for non farm use, 
generating on average 

£13,500

70%
Of farms undertook 

some diversified activity

Averaged over 2014/15 – 2016/17

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

How can diversification help to increase farm income? 

In 2014/15 to 2016/17, half of farms (55%) in the bottom 10% by profitability undertook a 
diversified activity, compared with three quarters (73%) in the top 10%. Of those farms who 
had a diversified activity, the bottom 10% made, on average, £26/ha, compared with £161/ha 
for farms in the top 10%. 
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In good years, farm businesses will invest, for example in 
machinery (such as tractors), buildings or land. This investment 
should help to generate future profit.

How does Return on Capital vary depending on farm economic performance?

(a) The data used for this chart is only from those farms that had complete 
returns for their assets and liabilities.

Distribution of ROCE minus land value, by profitability decile (excluding 
Direct Payments and unpaid labour), 2016/17.

14%

99%
86%

Top 20% Bottom 20%

Negative Positive

Almost all (99%) of farms in the bottom 20% by profitability had 
a negative ROCE, indicating that these farms are not achieving 
an economic return on the capital employed.

Almost all (86%) of those farms in the top 20% by profitability 
had a positive ROCE. 

However, an analysis of machinery investment for 2016/17 
suggests that sector, farm size and farmer age were greater 
determinants of a farms likelihood to buy machinery than farm 
performance.

Return on Capital Employed (ROCE) is a measure of return 
on investments. ROCE increases as profitability increases. It is 
calculated using the following equation:

ROCE = Earnings before Interest and Tax
Assets (minus land value) excluding Debt

Agriculture Bill: Analysis of the impacts of removing Direct Payments (September 2018)

The majority (86%) of the most profitable farms (top 20%) made a positive return on their 
investment. Almost all farms in the bottom 20% made a loss on their investments. However, 
differences in what farms are investing in varies by sector and size, rather than by profitability. 

How can better investment improve profitability?
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Safety requirements
Farm businesses can maximise their returns by 
minimising the loss of saleable products.  

Livestock sold for slaughter must be fit for 
human consumption. Anything that doesn’t meet 
safety requirements will be rejected, resulting in 
reduced returns and possible non-payments to 
farmers. Many losses are avoidable through 
disease management and welfare practices. For 
example, liver fluke (parasitic worms) can be 
avoided through vaccination programmes and 
bruising avoided through taking greater care of 
animals during transit. 

Losses can also be avoided in other sectors. 
For example, knowing the hygiene requirements 
of a dairy contract can avoid hygiene 
deductions, and following protocols to ensure 
mycotoxin levels are low enough in cereals can 
ensure standards are met. 

Understanding the market
Meeting quality specifications can maximise the 
price of the product. 

Abattoirs require animals that satisfy certain fat 
and weight specifications to meet consumer 
demands. However, 49% of prime beef fails to 
meet target market specifications. Knowing the 
market means that cattle of the appropriate 
breed, weight and specification can be reared to 
maximise returns.

Dairy contracts can have different standards for 
fat and protein levels, affecting the price by up to 
0.75p/litre. 

Crop loss at harvest, out-graded material and 
spoilage in storage accounts for 2-25% of 
yield. Losses can be avoided by investing in 
machinery to minimise potato damage, or  
ventilation systems to improve grain drying. 

Greater transparency in the food chain increases 
information flow, enabling farms to better respond 
to market signals and increase efficiency. This 
could be through vertical integration, where a 
farm business becomes involved in the 
processing, retailing or catering of their produce. 
Alternatively, seeking feedback from processors 
can help farms monitor and improve.  

Contracts 
Top performing dairy farms have lower input 
costs and achieve higher milk prices.

Securing more favourable contracts may help 
maximise prices paid or highlight problematic 
clauses, to ensure the farmer gets the best 
deal. 12 month notice periods can also make 
it difficult to leave a contract. Researching 
how new or unfamiliar processors treat their 
farmers before signing contracts can help 
avoid these situations.
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Bottom 25%              Top 25%

How can farms maximise their outputs? 

Farms can maximise their outputs by responding to the market. Knowing processor safety 
requirements and quality specifications can reduce wastage and increase prices achieved. 

Main causes for rejection in English red 
meat slaughterhouses in 2017 

Average outputs and costs for top and 
bottom performing dairy farms 
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https://assets.publishing.service.gov.uk/governm
ent/uploads/system/uploads/attachment_data/file
/683972/future-farming-environment-
evidence.pdf

Want to know more? 

https://www.gov.uk/government/publications/the-
future-for-food-farming-and-the-environment-
policy-statement-2018
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