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ABOUT THE FEED

The Feed is a quarterly economic outlook for current events
and market conditions within agriculture. The report is
broad-based, covers multiple regions and commodities and
incorporates data and analysis from numerous sources to
present a mosaic of the leading industry information, with
a focus on the latest information from the United States
Department of Agriculture and their Economic Research
Service. There are several regularly included sections like
weather and major industry segments, but the authors
rotate through other industries and topics as they become
relevant in the seasonal agricultural cycle. Where the report
adds value to readers is through its unique synthesis of these
multiple sources into a single succinct report. Please enjoy.
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and was created to increase access to and reduce the cost of
capital for the benefit of American agricultural and rural
communities. As the nation’s premier secondary market
for agricultural credit, we provide financial solutions to a
broad spectrum of the agricultural community, including
agricultural lenders, agribusinesses, and other institutions
that can benefit from access to flexible, low-cost financing
and risk management tools. Farmer Mac’s customers
benefit from our low cost of funds, low overhead costs,
and high operational efficiency. For more than a quarter-
century, Farmer Mac has been delivering the capital and
commitment rural America deserves.
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FROM THE DESK OF THE CHIEF ECONOMIST

The Calm or the Eye?

After years of tighter and tighter profitability, it’s
comforting to see a little breathing room back in the
U.S. agricultural economy. Farm loan delinquencies
are abating, farm bankruptcies are lower, and the
USDA recently forecast the 2021 net cash farm income
atits highest level in eight years. This improved outlook
comes from higher expected commodity prices—no
surprise to those following corn, soybean, wheat,
and hog markets. Farm income statements received
a boost from some leftover COVID-19 recovery
programs from the USDA that overflowed from 2020.
Farm balance sheets saw support from improving
profitability potential, tight land markets, and a low
interest rate environment. According to USDA data,
farm real estate is up 7% from mid-year 2020 to mid-
year 2021. These are very positive numbers, worthy
of a sigh of relief for many of rural America’s hard-
working residents and the billions around the globe

that rely on them for a safe and reliable supply of food,
fuel, and fiber.

However, during this time of agricultural and rural
economic recovery, it is difficult to determine if
current conditions represent the calm after the storm
or the eye of the hurricane. For many grain and
oilseed producers, the higher prices are a welcomed
relief, a calming presence that allows rejuvenation of
working capital after a tempest of grinding prices.
Meanwhile, for cattle, fruit, and nut producers, this
period may feel more like the eye of a hurricane: a
break from the brutal supply chain situation of 2020,
but pressed against a crushing drought. And for some
in the food supply chain, animal protein sector, and
timber markets, a new battle with coronavirus variants
and consumer preference uncertainty may even look

like foreboding clouds on the horizon. Depending on
your perspective, the current recovery could be viewed
as one or all three of these conditions simultaneously.

Regardless of perspective, what we do in the calm
matters. Some will prepare for the next storm; some
will reexamine expansion or strategic endeavors; and
many will check on their neighbor to see how they
fared during the latest squall and if they need some
assistance. As the days shorten and the temperatures
subside, there are fewer hours to spare and fewer days
to waste in 2021. And I am confident that America’s
farmers, ranchers, rural residents, and the lenders
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and service providers that serve them will make the
most of each one of them.

A happy and healthy harvest to all,

Jackson Takach, Chief Economist
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FARM INCOME UPDATE

(resource 1)

Key Highlights

Net cash farm income is forecast
to be $134.7 billion in 2021,
its highest point since the supercycle;
government support adds to a strong
underlying farm economy.

Corn, soybean, wheat, and hog producers
are forecast to see incomes that
could be near 2012-2014 peaks;

cattle and specialty crops are at their
lowest point in the last decade.

New estimates for 2020 find that eastern

Corn Belt states saw far lower incomes in
2020 than initial projections, though that
region should see strong 2021 incomes.

On September 2, the USDA’s Economic Research Ser-
vice (ERS) issued its latest Farm Income and Wealth
Statistics release, which included its second forecast for
2021 and its first set of estimates for 2020. There were
two major themes of this release: First, producers should
generally expect strong incomes in 2021 despite falling
government payments; and second, the damage to the
underlying agricultural economy in 2020 is estimated to
be more significant than was suggested by the USDA’s
last release in February. Both stories are not universal, as
some producers saw good results in 2020, while others
have not benefited from the booming incomes of 2021.
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STRONG 2021 INCOMESHmsencral,
farm incomes are projected to be very
strong for 2021. Total net cash income

is forecast at $134.7 billion for 2021, up

Figure 1: U.S. Gross Cash Income by Major Source,
2000 - 2021 Forecast
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These conditions will likely not be realized sector-wide in 2021. Figure 2 shows average net cas
farm business specialization. The USDA ERS forecasts that the average wheat, soybean, corn, and hog opera
see net cash incomes almost 50% higher than their average since 2010. In fact, the USDA currently fo
these producers will see incomes in 2021 that rival those seen during the supercycle era. Unlike in th:
however, not every commodity is seeing a boom. On the other end of the spectrum, cattle producer:
producers (like fruit and tree nut farmers) are forecast to see their lowest incomes on average since 2010. Cattle
futures and recent fruit and tree nut data suggest the potential for a turnaround late in 2021, but the USDA’s
forecasts are reflecting their struggles to date.

FINANCIAL STRAIN One positive bit of information was on overall sector financial strain, which appears to
be lessening. Since 2012, the farm sector’s debt to asset ratio has increased every year. Measures (%ﬂujldity and
profitability have shown similar trends since the supetcycle era. This farm income release indicates a mﬂb
pattern, forecasting that these measures will all improve. Sector debt to asset ratios are forecast to fall to 13.6% in
2021, down from 14.0% percent in 2020, though still well above the 2010-2019 average of 12.5%. Working capital

is forecast to be at its highest point since 2014, and many measures of profitability are also near supercycle levels.

The sharp income shock has led to other unique impacts on strain measured by the USDA. The USDA’s estimate
for farm bankruptcies finds that bankruptcies should be at their lowest point in over a decade. It also finds that
producers’ ability to service debt will be at its highest point since the end of the supercycle, and overall farm debt is
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Figure 2: Index of Average Farm Business Net Cash Farm Income,
2010 - 2021 Forecast
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FARMLAND VALUES
(resource 1, 2, 3, 4, 5)

Key Highlights

USDA data indicate that average farm
real estate values increased to $3,380
per acre in 2021, an increase of
7% over 2020 levels.

The overall increase in land values is
a function of increased profitability,
heightened demand, increased liquidity,
and a lower interest rate environment.

Changes in land values are highly
regionalized, with large increases
across grain-producing areas.

Farm real estate values have risen rapidly in the last six
to twelve months. Surveys from the Federal Reserve
Bank of Chicago show an increase of between 6% and
10% in Illinois, Indiana, and Iowa from September of
2020 and March of 2021. Researchers at lowa State
University measure the increase in land values in lowa
between the third quarter of 2020 and the first quarter
of 2021 at nearly 20%. The Federal Reserve Bank of
Dallas estimates average land values in Texas increased
11% during that same time frame. And the benchmark
USDA Land Values report shows a national increase

of 7% between June 2020 and June 2021.

Numerous economic factors contributed to the recent
movement in land markets. The general increase
in crop commodity prices in 2020 boosted the

profitability outlook for 2021 and 2022. Combined

with a generous amount of government support
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Figure 4: USDA 2021 Average Farm Real Estate Value Map, % Change from 2020

% Change from 2020

;\\//} Source: USDA NASS Land Value Survey

for COVID-19 disruptions, solid cash inflows gave
many producers and land investors ample liquidity
and working capital heading into 2021. Finally, the
persistently low interest rate environment lifted all real
assets, including farm real estate.

PROFITABILITY AND LIQUIDITY The agricultural
production sector experienced a broad increase in
profitability and cash flow in 2020. While grain and
livestock prices dropped early in the pandemic, grain
prices ended the year up approximately 30%. The run
on grain commodity prices continued in 2021 due to
low global supplies, increasing international demand,
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and a weak U.S. dollar, all contributing to price
appreciation. In early August 2021, corn, soybean,
wheat, and cotton prices remained between 30% and
75% above early 2020. Hog and poultry prices are
also elevated in 2021, helping to boost production
economics in many protein-heavy production regions.
Adjusting county-level revenue levels for recent surges
in commodity prices, producer revenues are up nearly
30% in 2021 for major corn and soybean states like
Iowa, Illinois, and Indiana, and more than 20% in
Northern Plains states like Minnesota, South Dakota,
and North Dakota, compared to 2017 levels (the latest
Ag Census data available).




While higher farmgate revenues are a big variable in
land value appreciation, recent government support
programs are another important source of cash flow
and liquidity for producers. The Coronavirus Food
Assistance Program (CFAP) allowed the USDA to
aid farmers, ranchers, and others in the food supply
chain with direct payments distributed in 2020 and
early 2021 to help offset the market disruptions from
COVID-19. These payments came on the heels of the
Market Facilitation Program (MFP) payments in 2019
and early 2020, giving agricultural producers two
years of very high government support payments. The
USDA estimates that government program payments
represented over 5% of gross farm income in 2019 and
over 10% of gross farm income in 2020, compared to a
priorfive-year average of 3% per year. These payments

helped restore much-needed working capital across the ag
sector, and they gave many operators additional liquidity to tap
for expansion and new land purchases. Seven of the top ten
states by CFAP receipts are also in the top ten states by farm
real estate value change in 2021. Overall liquidity in the U.S.
economy can also be evidenced by the incredible surge in bank
deposits in 2020 and 2021. Total commercial bank deposits
ended July 2021 at $17.3 trillion, a $4 trillion increase from
December 2019.

INTEREST RATES Interest rates for agricultural production
remain near historic lows in 2021. The average fixed interest
rate on real estate loans in the Federal Reserve Bank’s Tenth
District fell from 5.31% in the first quarter of 2020 to
4.64% in the second quarter of 2021, as seen in Figure 5.
Meanwhile, average rates on farm operating lines have also

Figure 5: Lower Interest Rates on Ag-Producing Assets
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dropped in the last year, while interest rates for
farm production have generally tracked with
residential mortgages and U.S. Treasury rates.

This lower interest rate environment has two
effects on farm finances. First, the lower interest
rates decrease interest expenses for producers
with farm debt. Farmers can save between 7%
and 14% in debt costs annually, depending on
the term and tenor of financing. Second, a lower
interest rate environment reduces the required
return investment threshold in farmland to
make the investment attractive. A lower hurdle
rate due to lower interest rates can increase the
willingness of investors to invest in an asset, and
thus drives asset prices higher. The capitalization
approach to farmland valuation implies that this
downward shift in interest rates, if lasting, could
drive an increase in farmland assets between

10% and 20% compared to mid-2020 levels.

OUTLOOK Persistent upward pressure on
commodity prices and downward pressure on
interest rates will likely help boost farmland
values into 2022. Auction markets continue to
see strong bidding and limited supply of land
coming to market, which bodes well for the
farm real estate assets that do come to market
in the coming months. Markets may hit some
resistance in 2022 if Federal Reserve monetary
policy tightens or commodity prices back off
recent levels. Water availability could also play a
role in Western states. Access to adequate water
may prove to differentiate property values rather
than move the average. Slowing cash liquidity
could also present a headwind to values in
2022; while commercial bank deposits remain
at all-time highs, the growth stalled in May,
reversed in June, and trod water in July of 2021.

The Feed - Fall 2021 n




CROPLAND ACREAGE
(resource 6, 7, 8, 9)

Key Highlights

The USDA’s June Acreage Report showed
little change from March’s Prospective
Plantings report, with corn, soybean,
and wheat planted acres estimated at
92.7, 87.6, and 46.7 million, respectively.

Price-based models had suggested
the potential for far higher acres, which
led to a surge in futures prices for these
commodities following the report’s release.

Planting progress and prevented plant
acreage may be better predictors of final
acreage, but the June report is likely
to remain a major market mover.

The June Acreage Report is always one of the most
market-moving reports that the USDA releases every
year, and 2021 was no different. September futures
for new crop corn and soybeans both rose over a
dollar per bushel after the report was released, though
markets pared back those gains in the following days.
The 2021 June report showed that the USDA had
not moved far off their March prospective planting
numbers. Estimated corn acres rose from 91.1 to 92.7
million acres, wheat from 46.4 to 46.7, and soybeans
stayed flat at 87.6. This also meant that production
estimates for the 2021/22 crop marketing year were
mostly unchanged.

These updated figures were all well below what the
private sector expected, and caused the price surge. The
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Figure 6: Change in Prices Received and Planted Acre Estimates
for Cash Grains, 2012 - 2021

30 -
g 25 e Corn r=0.54 2021 Prices, Planted
= y ° .
8 20 |® Soybeans | Acres Rise
& 2021
” 15 Wheat o
4 2021 °® 1
TE o oo .
e E e
< ° % °
c % 0 T BTy F T I ]
& = -5 T o 0@
S e
N 10 e -
o | - Prices, Planted
@ o ® Acres Fall
et -20
(0]
o -6 -4 -2 0 2 4 6

Percent Change in Planted Acres Estimate (Mar - June)

&2’, Source: USDA Farm Prices Receieved, March Prospecting Planting Report, June Acreage Report

cash grain price surge in April of this year meant that all
three commodities had seen record percentage increases
in farm prices between the two reports. Figure 6 shows
the percentage change in both prices and acreage
estimates going back to when the first June report was
released in 2012. Historically, price movements have
been correlated with changes in acreage estimates
between the two reports. A simple linear model of
these data suggests that the price changes in 2021 are
associated with a roughly 3% increase in corn acres, 2%
for soybeans, and 1.3% for wheat. These estimates are
all well above the change observed between this year’s
March and June acreage reports.

Opverall, the new report estimates that total corn and
soybean acreage will be 180.3 million acres, just shy
of the record 180.4 million acres planted in 2017.
Several factors help explain why this acreage estimate
may have differed from some industry expectations.
One report from the University of Illinois found that

USDA data on planting progress and prevent plant
acres have been highly correlated with June acreage
estimates. In May, these pieces of evidence suggested
92 million acres of corn and 88.6 million acres of
soybeans, close to the final June estimate. Despite
some indication of higher prices, producers may have
been holding back from expanding their operations as
much as possible in 2021.

Yet even these other potential means of estimating
acreage are not perfectly predictive of the final report’s
numbers. Producers have shown a complex decision-
making process that adapts to changes in the trade
situation, weather, foreign production, policy changes,
and a host of other factors that influence global supply
and demand. This means that even good models of
acreage will have years where they miss the mark. For
that reason, the June Acreage Report will continue to be
a major market mover and a mustread for agricultural
commodity watchers.




FARM LABOR
(resource 10, 11,12, 13, 14)

Over the last year, agricultural labor has shown
remarkable resilience to the potential threats it faced.
Last April, we noted that high worker absenteeism,
surging labor costs, and H-2A visa disruption could all
present major threats to U.S. producers through 2020.
While there were disruptions to some processors and
there were some cost increases, the agricultural labor
pool was largely sufficient for producers’ needs.

The first threat, significantly higher worker absences
(e.g., employees taking more sick leave), never
materialized in a real way in America. While a record
share of the U.S. workforce was out of the office in
April 2020, total absenteeism hit a record of 7.4%
and quickly recovered in the summer following typical
seasonal patterns. Through the second half of 2020,
an average of 600,000 more people were absent from
work due to illness than a typical year; high, but still

Figure 7: Farm Labor Wages in Dollars per Hour by Labor Type, January 2018 - April 2021
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just 0.4% of the total workforce. The recent Delta
variant outbreak has led to a modest increase in total
workplace absences, but those are still below 2020
peaks. The USDA did find that the total number of
hired agricultural workers fell between 3% and 6%
between 2019 and 2020, but that decline may be
explained by factors other than worker availability.

There was also minimal disruption to H-2A visas.
The Department of Labor reports that between April
and June of 2020, they certified 85,000 positions
and processed 96% of applications within 30 days.
Opverall, there was an 8% increase in the number of
applications processed in FY2020. While there were
initial concerns around what visas might be impacted
by policy decisions in April of last year, quick action
led to an almost immediate set of changes designed to
enable producers to continue finding labor through
the H-2A program.

However, we have seen that even these minor impacts
have contributed to rising labor costs. Between April
2020 and April 2021, average farm labor wages rose
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from $15.07 per hour to $15.97 per hour, a 6%
increase. The magnitude of this increase was roughly
even across the U.S., rather than being specific to
regions with high hired labor needs. This increase
was only modestly above prior year increases and is in
line with the national picture of a tight labor market.
In the first part of 2021, the U.S. economy exhibited
a record number of job openings as well as quits,
indicating that wages will see some pressure over the
near future. While this impacts all producers’ bottom
lines, dairy and specialty crop producers will be most
at risk from the rising labor costs.

Despite some potential labor cost increases, the overall
picture from agricultural labor is far better than we
could have imagined in April 2020. Large-scale worker
absenteeism never came to pass, the USDA ensured
that H-2A labor would continue to be available, and
wage increases have been manageable. Outside specific
meat processing facility closures, at no point was labor
access a threat to agricultural production. Given the
range of outcomes we thought were possible back
then, farm labor has had a very good story.
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FARM FINANCES IMPROVE
(resource 15, 16, 17, 18)

Key Highlights

Overall levels of financial strain
have continued to fall due to strong
government support and higher
commodity prices; systemwide strain
is the lowest it has been since 2017.

Improvements have varied by region:
Regions with high dairy and cotton
production saw the greatest declines in
financial strain, while cattle-dependent
regions may have seen increases
to financial strain.

Q2 2021 farm bankruptcies were
the lowest nationally since 2014, and the
bankruptcy rate has reversed a 5-year
trend of rising financial strain.

Before 2020, agricultural banks had seen several years
of rising financial strain. Farmers and ranchers had
faced a half-decade of lower commodity prices, and
the assets they had built up during the commodity
supercycle had diminished. The USDA’s Economic
Research Service (ERS) forecast that sector debt to
asset ratios would be at their highest point since 2002.
In April 2020, extreme lows in commodity prices led
some to believe that the agricultural economy could
receive a one-two punch that would lead to spikes in
strain that would exceed the financial crisis or extreme
drought years of the early 2000s.

n The Feed - Fall 2021

Instead, financial strain saw a sharp reversal in Q2
2020 that has only continued to wane, driven at first by
robust government support and then later by a surge in
many commodity prices. These forces have left many
producers in their strongest position in years.

At a national level, strain at commercial banks
and savings associations plummeted since the first
quarter of 2020. Figure 8 shows nonaccrual and
delinquency rates for agricultural loans by quarter.
Even as commodity prices bottomed out in Q2 2020,
delinquency rates improved by almost a half percent
for both real estate and operating lines. By then,
direct payments from government programs like
CFAP and PPP had already begun hitting producers’
bank accounts. These payments had a second benefit
for crop producers. Grain stocks reports suggest that
producers were more likely to hold onto old crop
through summer 2020 than prior years. Government
support may have allowed producers to avoid having
to sell storable commodities during this extreme low-
price period. By Q1 2021, agricultural delinquencies
were at their lowest point since 2017. Initial data from
Q2 2021 suggest that these trends continued through
the second quarter.

It’s important to keep in mind that this rosy national
picture did not apply evenly to all locations or all
commodities. While grain producers with storage
capabilities could wait out low price points, this
was less possible for animal product and specialty
producers. The second quarter of 2020 was filled with
stories about upturned vegetable fields, dumped milk,
and cattle languishing on feed lots. Cattle specifically
also saw tepid markets with high supply that has
continued through today. Figure 9 breaks out the
national delinquency data by bank and aggregates it to
the USDA ERS resource regions—these regions group

areas by their major production type. Areas that are
darker blue saw improving delinquency rates between

Q2 2020 and Q2 2021, while orange areas saw their

local conditions deteriorate.

The picture this breakout paints largely aligns with
what we know about producer incomes from last
year. The sole region with deteriorating conditions,
the Basin and Range, is a major cattle region that
is also in a region with extreme drought. Despite
considerable government payments, persistent poor
market conditions may have impacted banks who were
largely reliant on cattle, like many in the Basin and
Range. Meanwhile, areas like the Fruitful Rim saw
underwhelming delinquency improvements. This sort
of region is reliant on specialty crops like tree nuts,
cotton, or fruit and vegetables; national government
payment data suggested these commodities may have
received less direct payments from programs like
CFAP. Additionally, many of these commodities, like
almonds, have seen persistent poor prices in part due
to continued impacts from the global downturn.

Conversely, like the Northern Crescent
saw considerable improvements in local financial
conditions. This region consists of dairy and cash grain
operations and had seen some higher strain due to low
milk prices before 2020. After an initial collapse of the
dairy markets in April 2020, dairy producers saw both
direct government payments and market supports
through the USDA Food Box program. And while
the Heartland saw less improvement in local financial
conditions, consider that this region already had some
of the lowest delinquency rates in the country in 2019.
Regions that are corn-, bean-, and hog-dependent have
seen delinquency rates fall to recent historic lows.

areas




Figure 8: Delinquency and Nonaccrual Rate for Agricultural Loans Figure 9: Change in Agricultural Delinquency Rate by

at Commercial Banks, 2000 - 2021 USDA ERS Resource Region, Q2 2020 - Q2 2021
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Ar.lother way of viewing financial strain is through .farm bankruptcies. Since the Figure 10: Chapter 12 Bankruptcies and Bankruptcy Rate,
mid-1980s, most farmers who filed for bankruptcies have used Chapter 12, a 2000 - Q1 2021

provision specific to farmers and fishers which enables producers to retain assets
far more easily than they would under other bankruptcy chapters. Figure 10 shows
the number of Chapter 12 filings by quarter and the rate per 10,000 farmers. 3.50

4.00 300
mmm Chapter 12 Bankruptcies = = -Bankruptcy Rate

Like with delinquencies, we see a trend of improving conditions following a peak 220
in bankruptcies in Q1 2020. In Q2 2021, the U.S. courts witnessed the fewest § 00 k)
Chapter 12 filings since 2014, signaling that several years of strong government g € 250 200 §
support and higher incomes have contributed to lower financial strain. gt B
C% § 2.00 150 Sg
In short, most producers are seeing improving financial conditions for the first time = © | o kS
in almost a decade. The robust government support of 2020 and the commodity § & 100 §
price boom of 2021 appear to have made the difference. Incomes are up, working = 100 -
capital is up, land values are up, and delinquencies and bankruptcies are down. 050 S0
Even if the commodity price increases aren’t sustained over the long term, these
higher-income years are helping producers recapitalize after years of lower incomes. 0.00 0
The next time the agricultural economy takes a hit, producers should be in a better 200020022004 2006 2008 2010 2012 2014 2016 2018 2020
position to withstand the pressure. _\\\z‘ Source: United States Courts, Caseload Statistics Data Tables
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DROUGHT

(resource 19)

Key Highlights

The 2021 drought is as severe as the
2002 and 2012 droughts, but it is having
a greater impact on production;

25% of the top 100 agricultural counties
were in exceptional drought as of August.

Drought conditions are leading to
conversations around water access,
from more minor changes (like improving
irrigation system efficiency) to major ones
(like permanently fallowing land).

Farmers and ranchers have over a 100-year

history of managing water rights and have

been active in forming new associations to
meet current changing water conditions.

Through 2021, many producers both at home
and abroad have been facing persistent drought
conditions. This has been especially impactful for
commodities that are concentrated in the Northern
Plains and the West Coast. The USDA NASS’s spring
wheat conditions reports are at record lows, and tree
nut production is expected to fall precipitously from
the prior year. Droughts are not uncommon in U.S.
agriculture and several droughts have been notable,
such as the 2002 drought in the southwest and the
2012 Palmer drought in the south. Yet there are several
reasons why the 2021 drought is shaping up to be even
more impactful than those prior drought years.

Figure 11 shows the national overall drought condition
by showing the share of the country by drought status.
The recent drought is more severe than the 2002
drought, with almost 10% of land in exceptional
drought conditions. While the 2012 Palmer drought
was more severe, it was highly localized to Texas for
much of 2012, and its expansion into the Corn Belt in
2013 was less severe. The drought of 2021 is unusual
both in the share of regions in exceptional drought,
but also how squarely those areas of severe drought
fall on major agricultural regions. A quarter of the
top 100 largest agricultural counties are currently
experiencing exceptional drought conditions. Almost
half are experiencing at least severe drought.

Insome regions, the current drought period is driving
producer conversations about the future of water
access. In some cases, water access can be shored up
through minor changes, like improving irrigation
systems or through the
purchase of water rights.
But in regions that fear
chronic future drought,
producers having
conversations about
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if drought conditions continue to worsen across
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Of course, these conditions may also improve, or
we could see minimal impacts on producers. In
regions with a history of short water supplies, like
California, producers have collaborated on local
groundwater management associations for over a
hundred years. Even if farmers and ranchers see
exceptional drought periods, many areas have a long
history of addressing water concerns to ensure that
production can be maintained. In areas with new
water risks, like near the Ogallala aquifer in the
southern Plains states, producers have formed new
associations designed to meet potential water risks.
Drought and water access may become a much larger
part of the conversation around U.S. agricultural
production, but it appears that producers are willing
and able to meet the challenge.

Figure 11: Percent of Counties by Current Drought Condition,
January 2000 - September 2021
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M Source: University of Nebraska Lincoln, National Drought Mitigation Center
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CORN AND SOYBEANS
(resource 20, 21, 22)

Through the summer, farmers have been able to sell old
crop corn, beans, and wheat at some of the best prices
in recent memory. As the 2021/22 crop marketing
year (CMY) gets underway for all three commodities,
several common threads will be important to watch to
sustain the current strong futures markets. Domestic
supply should be low, driven by low carry-in figures and
poor crop conditions for the current marketing year.
Global production forecasts are also lower in many
regions for these commodities, contributing to tight
global supplies. Meanwhile, U.S. exports are forecast to
continue to be strong, driven by Chinese demand that
is not expected to subside after the current record year.

The first bullish sign for producers is that the total
U.S. supply for the 2021/22 CMY was already forecast

low, and there are signs it could shrink further. Corn,

Figure 12: Next Marketing Year Export Commitments, 2020/21 CMY and 2021/22 CMY

soybeans, and wheat all benefitted from record exports
last year, and they’ll start the 2021/22 CMY with
the lowest stocks since the end of the commodity
supercycle. All three commodities have also seen a
deterioration in growing conditions, with spring wheat
at its lowest point on record. Spring wheat has been
heavily exposed to current severe drought conditions in
Northern Plains states like North Dakota. The USDA’s
current projections signal that spring wheat yields will
be their lowest since 2002. Major corn and bean states,
like Minnesota and Iowa, have also seen encroaching
severe drought conditions late in the growing season.
With stocks already near lows, small changes in crop
conditions have led to large swings in the futures
markets through the summer.

Producers also benefitted from delayed or poor global
production during the 2020/21 growing season. Major
South American producers Brazil and Argentina saw
declines in corn production, which helped drive U.S.
exports. While Brazilian soybean production was
at a record high, poor conditions led to a delayed
harvest, which allowed U.S. producers to dominate
export markets over the winter months. However, all
three crops are forecast to see record production in
the 2021/22 crop marketing year. Futures markets

are likely to be sensitive to changes in these global
production forecasts. If forecasts continue to rise,
expect futures markets to penalize contracts that occur
after major international harvests. Contracts before
those harvests are less likely to be sensitive to future
foreign harvests, suggesting that there should be less
volatility in contracts for commodities before 2022.

The truewildcard is China. China’s total imports of corn
more than tripled in the 2020/21 CMY total, which
led to a sharp income boost for American producers.
China also doubled its global imports of wheat the same
year. The USDA currently projects that these record
figures will be repeated for the 2021/22 CMY, and
even forecasts an increase in China’s soybean demand.
China’s rising protein demand has led to growth in use
to outpace their domestic production for several years,
and producers may see several years of record Chinese
imports before their domestic production catches up.
Figure 12 shows current commitments for the 2021/22
CMY. While lagging soybean commitments signal some
concerns, corn commitments should exceed the robust
2020/21 year. Even if exports don’t hit 2020/21 highs,
producers should see strong demand from overseas
that helps support the current price environment.

The Feed - Fall 2021




POULTRY
(resource 23, 24, 25)

Key Highlights

Labor shortages are crimping poultry
processor throughput and reducing frozen
stocks of chicken and turkey products.

Strong retail and export demand are
supporting poultry prices at the retail,
wholesale, and farmgate levels.

Feed prices remain the largest headwind
for poultry producers in 2021.

After years of building stocks, poultry producers are
experiencing tighter supplies and growing demand,
helping to boost prices in 2021. Broiler production is
down slightly through mid-year, driven by labor shortages
at chicken processing plants. Slower throughput from
broiler processors drove down farmerreceived prices
throughout 2020 and early 2021, but the strong grocery
and food service price inflation are helping to boost
margins throughout the supply chain. Frozen stocks of
all parts of the chicken are at multi-year lows in mid-
2021, especially for chicken wings. Turkey production is
also down in 2021 compared to recent history, driven by
dry weather conditions in the upper Midwest, rising feed
costs, and several years of tight profitability in the sector.
Frozen storage of all turkey meat has averaged 20% below
the five-year average in 2021, virtually tied with pork for
the shortest supplies in recent memory.

In addition to supply-side challenges, the story of

declining stocks is a function of exceptional demand in
the first half of 2021. Competition for the best chicken

1] The Feed - Fall 2021

sandwich among quick-service restaurants continues to drive demand for white
meat. Meanwhile, chicken wing demand remains robust in 2021 after a very
strong 2020, and the demand has been strong enough to fuel wing-themed
restaurants to create chicken thigh-themed offerings as a complement.
Exports are another important driver of demand, and we’ve seen robust
shipments to Mexico, Cuba, and Canada compared to 2020. Sales of
turkey products to China have slowed in 2021 due to the rebound in pork
production and reduced demand for meat substitutes, but the shipments
to all other countries have more than offset this decline. There have been
limited concerns about a recent outbreak of avian influenza in some global
producing regions, but that has not dramatically impacted exports.

Farm prices for poultry look good
heading into the fall, but profitability
could remain under pressure in 2021
and into 2022. The USDA projects
wholesale broiler prices to remain at
approximately 93 cents per pound
through 2022 and for turkey hens to
average approximately 119 cents per
pound. Both prices are substantially
higher than 2019 and 2020 levels.
However, rising feed costs are
capping the benefits of higher retail
and wholesale prices. The national
broiler-to-feed price ratio, a measure
of the price received for chickens
compared to the cost of raw feed
components, is at its lowest levels
since 2012/13. Turkey producers see
slightly better profitability levels, but
the exuberance in turkey prices is
capped by rising feed costs. If export
and retail demand continue to pick
up and processors can solve some
modest labor shortages, the poultry
sector should have a reasonably
strong year in 2021 and into 2022.

Figure 13: U.S. Cold Storage of Animal Protein
Compared to Last 5-Year Average
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DAIRY
(resource 26, 27, 28)

Key Highlights

Dairy producers should see less
price volatility following the end of the
USDA Food Box program and the near full
resumption of restaurant activity.

Producers grew the herd consistently over
the last year given high prices, but have
already begun to thin the herd as prices
softened and feed expenses rose in 2021.

Domestic market weakness, especially for
dairy solids, should be offset by forecasts
for robust dairy product demand
overseas, especially in Asian markets.

Few sectors have seen the volatility that dairy producers
have over the last year and a half. After experiencing all
milk prices at a historic low in April of last year, producers
were able to lock in highly profitable prices through the
remainder of the year. As discussed elsewhere in this
issue, these incomes contributed to sharp reductions in
financial strain in dairy-reliant regions. Current futures
markets suggest stable prices through the rest of the
year, with minor upside in the winter months. However,
current high feed costs will be a major pain point for
producers over the near term.

The recent decline in dairy prices is based on forces
that should be fully accounted for at this point. First,
producers had thinned the dairy herd back in April
2020 as prices collapsed. The USDA Food Box program
then invoiced 174 million boxes between May 2020

and April 2021, with at least a quarter of all proceeds
going to dairy producers. This led to a cash infusion of
almost a billion dollars into the dairy sector, prompting
producers to grow herds to record levels shortly after
thinning them. Recent price declines are resulting from
the confluence of a high herd, the end of the Food
Box program, and slower than anticipated restaurant
demand growth.

There is evidence that dairy producers have begun to
thin the herd in response to falling milk prices and rising
feed costs. Figure 14 shows the national dairy herd and
the ratio between all milk prices combined feed prices.
Following a year of straight growth in the herd size, the
overall herd size has fallen since May. In that time, prices
for alfalfa have risen by as much as 20%, while corn
and soybeans remain almost 50% above their historic
averages. The combination of steep price declines and
sharp feed cost increases have led to a rapid decline in
this core profitability metric.

There is some positive
news for dairy producers.
School milk purchases are

consumer-oriented products like cheese are forecast to
grow significantly in developing Asian markets. U.S.
producers will have greater ability to sell into markets
like Japan this year due to existing trade agreements,
and will be on more even footing with a Canadian
market that has historically engaged in protectionism.

In short, some upside in the export markets should
counterbalance some nearterm domestic market
downsides. However, producers should be ready for
feed costs to be elevated through at least the end of the
2021/22 crop marketing year. Dairy producers were
quick to respond to rapid price declines last year and
have shown that they are just as willing to respond to
the softer prices and higher costs we're seeing in the
second half of 2021. That flexibility, combined with
competing market forces, should allow producers
to avoid significant price volatility and low-price
environments over the near term.

Figure 14: U.S. Dairy Herd Size and All Milk Price,
January 2020 - July 2021
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SPENDING ON FOOD AWAY FROM HOME
(resource 29, 30, 31, 32, 33)

Key Highlights

Many commodities are reliant on
domestic restaurant activity to drive sales
and have been waiting for the
service sector to fully recover.

Americans’ spending on restaurants
has surged to new highs, but mobility
and savings data suggest that even
more spending may occur.

Restaurant owners have been
making historic investments in their
operations and are expecting very strong
sales growth through 2021 despite the
recent Delta coronavirus wave.

Through last year, many Americans came to realize
that we eat far differently away from home than we
do at home—both in how much and in how richly
we eat, Many of us have found, for instance, that
our favorite dishes away from home contain a lot
more butter than our home cooking, and that side
salads aren’t quite as enticing outside a restaurant.
Data from the USDA back this up, finding that
frequent restaurant diners consume about 10% more
calories than those who do not go to restaurants.
And individuals who frequent restaurants also see
significantly higher consumptions of fats, vegetables,
and some proteins. As many Americans spent the
last year waiting for their favorite restaurants to fully
re-open their doors and serve up their favorite more-
decadent foods, so too did many animal protein and

Figure 15: U.S. Food Spending and Inflation, 2000 - 2021

specialty crop producers hold their breath waiting for
their markets to fully recover.

The waiting appears to have come to an end, though
the recent Delta wave has proven to be a minor speed
bump. Americans are spending more money on food
than ever before—both at home and away. Spending
on food away from home surpassed prior highs in
April 2021 and has shown no signs of stopping its
ascent. At the same time, spending on food at home
has remained high following sharp increases observed
last year. As shown in Figure 15, the net effect is that
total food spending is higher today than it would have

likely been without the COVID-19 pandemic.
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Figure 16: U.S. Mobility for Select Categories,
January 2021 - September 2021

y

Figure 17: Restaurant Performance Index,
January 2020 - July 2021
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back to normal comes from mobility data, or how
frequently individuals are going to places like bars
and restaurants. Figure 16 shows these levels for
several major categories like work, grocery stores, and
retail and recreation. Even in early summer when
coronavirus cases were very low, restaurant and retail
activity remained stubbornly below baseline levels.
With the onset of the Delta wave, restaurant mobility
has fallen, and we are likely to see spending on food
away from the home decline in the coming months.

There is also some data to suggest that Americans
might spend more money on food away from home
once the current wave is behind us. Many Americans
are still in a better financial position today than
they were in 2019, with data showing more total
savings and disposable income available than at this
point in 2019. While we don’t have information
from the Census Bureau on whether this applied
to all Americans or just those whose incomes were

M Source: National Restaurant Association Restaurant Performance Index

unaffected through 2020, data suggests that the
stimulus checks issued through the pandemic were
always followed by material increases in both savings
rates and disposable income. In short, growth in
spending at restaurants is not likely to be limited by
income through 2021.

Industry data support these views. The National
Restaurant Association creates a monthly index that
measures whether the industry is in an expansion or
contraction phase relative to a year ago, broken out
by four subcomponents. In recent months, restaurant
owners have indicated that they were seeing strong
spending and foot traffic. There has also been a surge
in capital expenditures as these owners sought to
capture new business. This index also tracks future
expectations. While expectations about the next six
months have softened considerably in the last month,
restaurant owners still believe that the industry will
be in an expansion phase at the start of 2022. Strong

. -

sales growth is forecast through the coming months,
and restaurant owners are continuing to spend to
promote future growth.

For agricultural producers and lenders, this means
that commodities heavily impacted by restaurants
should see some improvement in the coming months,
even if the Delta variant has slowed a full recovery.
Cattle slaughter weights, which have remained
stubbornly pre-pandemic levels, should
converge with historic averages. We also anticipate
that historic cold butter stores should return to more

above

typical levels. Total demand for vegetables should
increase on greater full-service restaurant activity. In
short, many commodities that have been held back
by the sluggish restaurant industry should find some
relief in the coming months. With evidence pointing
towards a surge in restaurant activity heading into
late 2021, those commodities might finally be able to
break out of recent price lulls.
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USDA ERS Farm Income and Wealth Statistics (https://www.ers.usda.gov/data-products/farm-income-and-wealth-statistics/)

USDA NASS, Land Values, 2021 Summary (https://usda.library.cornell.edu/concern/publications/pn89d6567)

Federal Reserve Bank of Kansas City, Ag Credit Survey (https://www.kansascityfed.org/agriculture/ag-credit-survey/)

Federal Reserve Bank of Chicago, Land Value and Credit Conditions Survey (https://www.chicagofed.org/research/data/ag-conditions/index)

Board of Governors of the Federal Reserve System, Assets and Liabilities of Commercial Banks in the United States (https://www.federalreserve.gov/releases/h8/)
USDA NASS, Acreage Report (https://www.nass.usda.gov/Publications/Todays_Reports/reports/acrg062 1.pdf)

USDA NASS, Prospective Plantings (https://downloads.usda.library.cornell.edu/usda-esmis/files/x633f100h/w6634x823,/x633fv29f/pspl0321.pdf)
Irwin, Scott; “Estimating Total Crop Acres in the U.S.” farmdoc daily. (https://farmdocdaily.illinois.edu/2021/06/estimating-total-crop-acres-in-the-us.html)
USDA NASS, Agricultural Prices (https://www.nass.usda.gov/Charts_and_Maps/Agricultural_Prices/index.php)

U.S. Bureau of Labor Statistics, Labor Force Statistics from the Current Population Survey (https://www.bls.gov/cps/absences.htm)

U.S. Department of Labor Office of Foreign Labor Certification, Performance Data (https://www.dol.gov/agencies/eta/foreign-labor/performance)
USDA ERS, Farm Labor (https://www.ers.usda.gov/topics/farm-economy,/farm-labor/#wages)

U.S. Bureau of Labor Statistics, Job Openings and Labor Turnover Survey (https://www.bls.gov/jlt/)

USDA NASS, Farm Labor (https://www.nass.usda.gov/Surveys/Guide_to_NASS_Surveys/Farm_Labor/)

Federal Reserve Bank of Kansas City, Ag Finance Updates. https://www.kansascityfed.org/agriculture/agfinance-updates/

USDA ERS, Farm Resource Regions. https://www.ers.usda.gov/publications/pub-details/?pubid=42299

Federal Financial Institutions Examination Council, Bulk Data Download (https://cdr.ffiec.gov/public/pws/downloadbulkdata.aspx)

United States Courts, Caseload Statistics Data Tables (https://www.uscourts.gov/statistics-reports/caseload-statistics-data-tables)

University of Nebraska Lincoln, National Drought Mitigation Center (https://droughtmonitor.unl.edu/)

USDA NASS, Crop Progress and Conditions (https://www.nass.usda.gov/Charts_and_Maps/Crop_Progress_&_Condition/2021/index.php)

USDA FAS, Export Query Sales System (https://apps.fas.usda.gov/esrquery/)

USDA FAS, Production and Supply Database (https://apps.fas.usda.gov/psdonline/app/index.html#/app/advQuery)

USDA Economic Research Service, Livestock, Dairy, and Poultry Outlook. (https://www.ers.usda.gov/publications/pub-details/?pubid=101675)

USDA Economic Research Service, Feed Grains Database (https://www.ers.usda.gov/data-products/feed-grains-database/feed-grains-yearbook-tables.aspx)
USDA NASS Cold Storage Reports (https://usda.library.cornell.edu/concern/publications/pg15bd892?locale=en)

USDA NASS, Milk Production (https://downloads.usda.library.cornell.edu/usda-esmis/files/h989r321c/7h14bn48r/4q77gp501/mkpr082 1.pdf)
USDA, USDA Farmers to Families Food Box (https://www.ams.usda.gov/selling-food-to-usda/farmers-to-families-food-box)

USDA AMS, Dairy Market News (https://mymarketnews.ams.usda.gov/filerepo/sites/default/files/2998,/2021-09-03,/502042/ams_2998_00080_01.pdf)
USDA ERS, America’s Eating Habits: Food Away From Home (https://www.ers.usda.gov/webdocs/publications/90228/eib-196.pdfv=1881.1)

US Bureau of Labor Statistics, Consumer Price Index Summary (https://www.bls.gov/news.release/cpi.nrQ.htm)

US Census Bureau, Advance Monthly Sales for Retail and Food Services (http://www.census.gov/retail/)

Google, COVID-19 Community Mobility Reports (https://www.google.com/covid19/mobility/)

National Restaurant Association, Restaurant Performance Index (https://restaurant.org/research/economy/rpi)
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