
Portfolio diversification with agribusiness  

Agribusiness is a strong alternative asset class that is negatively correlated to the equities 
market, whilst producing equity-like returns over long terms.  

(FEAs chart below demonstrates that growers invested in their Project 2 ï 1994, have achieved an after-tax 
return over the course of the Project, that exceeds all investment market sectors over the 16 years to 31 
December 2008)

* Based on preliminary forecasted returns. 
Source: Lonsec Research, Asset Class Historical Characteristics January 2009 

There are a number of factors working in favour of agribusiness into the future. These 
include: 
o Increasing global population 
o Increasing urbanization 
o Increasing growth of the ómiddle classô 
o Business and lifestyle sophistication; and 
o Climate change 

The increased population, whilst consuming more of the output from agriculture, is at 
the same time encroaching onto the fertile land on which foodcrops and livestock were 
previously harvested. Some of the geographical and climatic conditions favoured by the 
agricultural industry are also prime residential locations: with increased urban spread
there is additional consumption of timber for home construction. 

As the worldôs population increases its wealth and communications; and more people 
aspire towards middle class status, higher demand is placed on the farmers of the world 
to produce higher protein foods, using more land and more resources to produce the 
required production. 

The increasing sophistication of the lifestyle of the population as it transitions from 
rural/ subsistence situations into urban areas and higher technology pursuits, more paper 
is consumed. 

All of these factors are combining with the consequences of climate change (however 
one may believe that comes about) to force improvements in the methods of 
agriculturalists in utilizing the scarce resources available to them, to continue to meet the 
increasing needs of the world population.

In this scenario, large-scale, well-managed agribusinesses are coming to the fore. There 
are many examples of this in rural Australia (which are also found in other parts of the 
world). What is becoming more apparent is that ósmall farmô operators are unable to 
compete effectively as high capital costs escalate in pursuit of efficiencies that are 
demanded.  

This gives rise to the need for broader ownership ï and managed investment schemes 
(ñMISsò) are filling some of that role. As with any investment there are inherent risks: 
with agribusiness, the risks include climatic conditions, pests, fire, soil productivity, 
genetics, financial capacity and commodity market conditions. These risks are known to 
the managers and appropriate farm/ forest management plans are operated to avoid the 
manageable risks ï and to deal with the unlikely, though occasional unmanageable risk.  

The following chart has not been updated since the 2004 statistics were made available, 
but recent financial market performance would suggest that the position for agribusiness 
would be even stronger relative to the other asset classes if 2008 numbers were included: 

   Risk -v- Return over 23 year term to 2004 
    Source: Australian Agribusiness Group 2004
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