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Regional Federal Reserve Banks are important to
the structure of U.S. monetary policy.
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Outlook Themes

* Global demand for agricultural products remains
strong, but there are macroeconomic headwinds.

* As with other commodities, supply has caught up
with demand, and profits have been tight.

* Financial stress has increased gradually, and pressure
could continue to build.




Economic growth has generally been positive,
but has consistently fallen short of expectations.
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Globally, economic growth has also been sluggish.

Global Real GDP Growth
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Commodity prices, not just in agriculture,
have fallen sharply since 2013.
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Lower energy prices have reduced transportation costs

and have led to swings in regional price spreads.
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A strengthening dollar, however, has been a major

headwind for US. exports.
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The dollar has also strengthened signiticantly against
the currencies of other key agricultural producers.

Currency Exchange Rates
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Slower demand growth and rising production has
boosted inventories of ag commodities.
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Multiple years of record production, and the drop

in commodity prices, have cut farm income.
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The decline in revenue has spanned across many
different industries.

Farm Sector Cash Receipts
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On the positive side, input costs have declined in

SOIMC arcas.

Farm Sector Input Costs
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But profit margins have generally remained

poor in both the livestock and crop sectors.
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But profit margins have generally remained
poor in both the livestock and crop sectors.

U.S. Crop Sector Profit Margins
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Profit opportunities for corn producers have been
limited since 2013.

U.S. Corn Profit Margins
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Opportunities to sell soybeans for a protit have
been greater.

U.S. Soybean Profit Margins
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Still, reduced farm income has spurred demand for
financing, and loan repayment rates have softened.

Agricultural Credit Conditions
KC Fed District

160 Diffusion Index Diffusion Index 160

Expected in three months

140 - =9k 140

I YRR WP

80 A - 80
B Farm LLoan Demand

60 A —+—Loan Repayment Rates - 60

40 +Loan Renewals or EXtenSionS Expected in three months — ¢ 40

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Source: Federal Reserve Bank of Kansas City.




Collateral requirements have risen steadily
and fund availability has declined.

Agricultural Credit Conditions
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Interest rates have edged up,
particularly for variable rate loans.
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Farmland values have continued to decline from

their peaks in 2013-2014.

ngh Quality Farmland Values Change in U.S. Farmland Values,
2016:Q3 Peak to 2016:Q3
State Peak Quarter | Percent Change
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Percent change from previous year
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Farmland values are expected to trend lower.

Expected Change in Nonirrigated Cropland Values

Annual percent change
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If debt continues to grow, and land values continue to
fall, significant problems may not arise until 2020 or later.
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Interest rates have been projected to rise gradually.

Interest Rates
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Concluding Remarks

* Persistently lower farm income has intensified the financial stress
in the ag economy, but gradually.

* Barring a weather shock that might temporarily boost prices, farm
income is likely to remain low. Managing debt and maintaining

discipline will be key.

* If you’re running a marathon, manage your heart rate at mile 5...

especially if the wind picks up.




(Questions?

Nathan Kauffman
Omaha Branch Executive and Economist
Federal Reserve Bank of Kansas City
Email: nathan.kauffman(@kec.frb.org
Website: http://www.kansascityfed.org/omaha/
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