Poor Old McDonald

Old McDonald had a farm, e, i, e, i, oh dear! In the past two years, the National Farmers Union claims that UK farm incomes have fallen by a staggering 80 per cent. The hardest hit have been livestock farmers. The collapse in the price of livestock has been so dramatic that prices at market are well below the costs of production. Pig farmers, for example, are estimated to be losing approximately pounds 20 per pig sold, and lamb producers between pounds 12 and 15 per lamb.

Why have prices plummeted? The economic collapse in the emerging markets of eastern Europe has had a dramatic effect on prices. As demand has fallen, prices have dropped and exports disappeared. Russia for example, until last year, took 45 per cent of Europe's beef exports and 32 per cent of its pig exports. Now it does not have enough hard currency to purchase anywhere near this volume. The European livestock industry is as a consequence massively over-supplied.

In addition to this, poor old McDonald in the UK has to deal with livestock exports linked to a high pound, making them far less attractive than livestock reared in mainland Europe. Prices, and hence profits, are just driven further and further down as the UK farmer attempts to get into the marketplace.

If this was not enough, as part of Agenda 2000, and the reform of the EU, agriculture is set for a massive shake-up, and subsidies to farmers are likely to be cut dramatically.

Although the government has announced an emergency aid package for farmers, some 500 million pounds, the future looks bleak for many. There are simply too many cows, pigs and sheep, and the over-supply must simply be cut.

Want to find out more? 

The case of the poor old farmer is a nice example of the changing demand and supply conditions experienced by a market. In J Sloman, Economics (3rd ed), Ch3, section 3.3, and Economics (4th ed), Ch3, section 3.4, the rationale for intervention in such markets and reform of the CAP is clearly explained.

