U.S. Agricultural Outlook
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Of the 12 Fed Districts, the KC District is the most

concentrated in agriculture by some measures.
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Outlook Themes

* The outlooks for agriculture and the broader economy have traded
places the past few years.

* The Fed has begun to raise interest rates in recognition of sustained
economic growth.

* A stronger US. economy, and strength in farmland markets, have

provided support through the downturn in ag.
* The downturn in ag has been gradual, but persistent. And risks still remain.




From 2007 to 2013, the ag economy outperformed
the rest of the U.S. economy.

Indicators for Ag Economy and Broader U.S. Economy
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Since 2013, the outlooks have reversed.
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Short-term interest rates have gradually inched
higher, even as long-term rates remain low.

U.S. Interest Rates
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In agriculture, however, the primary driver of the
transition 1s supply and demand.

U.S. Corn Price and Stocks-to-Use Ratios
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The low price environment continues to stress
liquidity, even as solvency measures remain stronger.

U.S. Farm Sector Solvency and Liquidity Metrics

Percent Ratio

25 14
n Ratio of Farm Debt to Farm Assets (Left Scale) 0
20 - —Ratio of Farm Debt to Farm Income (Right Scale)
- 10
15 - - 8
10 - i
5
0

1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

Source: USDA.




Lenders have recognized the reduced liquidity as

an increase in porttfolio risk.
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Interest rates on ag loans have risen alongside higher

risk profiles and increases in benchmark rates.
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Liqudity is also a growing concern for commercial
banks with an agricultural concentration.

Commercial Bank Loan-to-Deposit Ratios
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The strength of farmland values has sustained the
ag economy. Will 1t last?
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A stronger global economy has been a significant
driver to various regions and sectors.
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Concluding Thoughts

The U.S. farm economy remains in a prolonged downturn and agricultural
commodity prices are likely to remain low in the near-term.

Although the downturn has persisted for 4 years, liquidity is still a growing concern.

Some producers remain well positioned, but financial stress has continued to build
for many others.

As long as farmland values remain strong, the sector will likely avoid systemic
problems similar to the 1980s, but further consolidation is a possible outcome.

A strong global economy will offer support, but significant areas of concern remain.
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