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Since the beginning of March, Bonnefield has been carefully
monitoring the evolution of the COVID-19 pandemic domestically
and abroad. We have spoken with numerous investors and
farmers regarding the impact of the situation as it continues to
develop. Below, we provide some insights into how we believe the
spread of the virus, and the corresponding economic slowdown,
are impacting the Canadian agricultural community.

In preparing this summary, we solicited feedback from multiple
sources including farmers, input suppliers, processors, traders,
and academics. While the situation will impact every operator
differently, there were consistent themes that came through
during our interviews. It is important to note that the situation is
still evolving, and it is impossible to predict how things will continue
to unfold. For example, since March 2nd, the CAD/USD exchange
rate has dropped 8.4% from $0.7487 to $0.6905', and over the last
two weeks the Canadian government has changed its travel and
border policies almost daily. All of this is to say that these general
themes will not remain static and Bonnefield will continue to
monitor the situation and its impact on the farm sector.

A General Theme of Cautious
Optimism

One common theme amongst the farmers from whom we've
received feedback, is a feeling of optimism for the crop year
ahead and plans to conduct their businesses as usual. Much
of their planning for the upcoming season has been completed
and they are gearing up for seeding or spraying, which is to
commence in the coming weeks. They understand that these are
uncertain times, but they believe that the agricultural industry is
better insulated to weather a global pandemic than many others
(hospitality, airlines, etc.). The primary concerns for farmers are
the overriding levels of uncertainty and potential disruptions in the
supply chain.

The agricultural supply chain is complex, infegrated and global.
As an example, delays at a shipping port in China can cause
a mechanical part for a cultivator produced in Belgium from
reaching the purchaser at a farm in Alberta. To date, delays
within the supply chain appear to be minor, but it is impossible

to predict how the spread of the virus and individual government
reactions will impact this flow. Thus, many farmers appear to be
taking proactive steps to insulate their operations from any future,
unpredicted disruptions. These measures include amassing
slightly larger stocks of inputs, chemicals, and spare parts than
they might in a normal year.

Potential Impacts On Specific
Parts of Farm Operations

Food Demand

The common adage is that “people need to eat” regardless of
the economic environment. Through the first couple of weeks
of this crisis, there does not appear to be a dip in domestic food
demand. However, one development that has been playing out
is a shift in consumer buying patterns — with a large portion of
food service and restaurant spending shifting to retail (groceries).
This trend started around March 8th and gained momentum
up until March 19th? when Ontario and Alberta officially closed
dine-in restaurants and bars®. This tfrend towards food spending
at home is also consistent with past recessions* as consumers
tend to tighten their spending. Many expect this change in the
source of food demand will continue for at least the duration of
the economic slowdown. There is some concern amongst farmers
and processors whose sales are primarily focused in the food
service sector. Some are attempting to broaden their sales base
to focus on retail channels, with varying degrees of success.

One interesting development during this period of adjustment was
the well documented stock-outs that were occurring at grocery
stores across the country. Many retailers were offering open
fickets to farmers who had inventory and could meet demand,
where some of our produce farmers told us that they were shipping
3-4 times their normal shipment levels for this time of year. This
spike in demand seems to have waned as buying patterns start
normalizing, albeit at a slightly higher level than pre-COVID 19.
The stock-outs appear fo be more of a temporary disruption as
a result of consumer fear of future mobility. Most within the sector
expect the current demand levels to persist intfo the near and
medium term.
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Figure 1: Commodity Price Fluctuations (March 2-23, 2020)
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Equipment/Planting

Many large capital expenditures, including machinery, irrigation
and tile drainage equipment, are sourced from the United
States or abroad. This also pertains fo permanent crop growers
(orchards, vineyards) who often replant some of their acres on
a rolling basis. The weakened Canadian dollar will make these
types of purchases, or even equipment rentals, more expensive.
Depending on their specific farm needs, some farmers may decide
to delay some of these purchases, if not completely necessary,
until there is some relief on the currency front.

Labour

The biggest concern for most farmers we spoke with related to
the labour situation. Again, depending on crop and farm type,
labour needs can vary drastically. Usually permanent crop and
produce growers have operations which require a greater amount
of on-farm labour compared with many commodity-centric
operations. Much of this labour is sourced from foreign countries,
making any fype of government-imposed travel restrictions
potentially damaging. The last two weeks provided a great deal
of uncertainty for many growers, but at the time of publication
the federal government has announced that they have liffed
fravel restrictions on temporary foreign workers relating to the
farm industry®. These workers will have to adhere to the two-week
isolation period, consistent with others who have traveled outside
of Canada. Farmers are planning accordingly and hope that there
are no upcoming changes to this program.

Banks

Also, at the ftime of publication, the federal government has
announced an additional $5 billion credit program to support
farmers’. It appears to be a broad platform intended to help any
farmers with potential cash flow challenges. Furthermore, in our
discussions with farmers, the other commercial banks appear
open for business within the sector for proven operators. This
fact, together with the drop in interest rates, may make this an
appealing time for some farmers to refinance or capitalize parts
of their operations.

SUMMARY

While we are far from certain as to what willhappen next, Canadian
farmers and the food supply chain appear to be well suited to
handle what lies ahead. One of the tenets of our investment
philosophy is the overall resiliency of this sector compared to
other parts of the economy. It has been quite encouraging to hear
the feedback from the farm community and we believe that as
consumers and investment partners, we are in good hands.
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