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LET’S START WITH A QUESTION

* WHAT DO YOU THINK IS THE SINGLE MOST CRITICAL ISSUE FACING AGRICULTURE TODAY AND
OVER THE NEXT 10 YEARS?



OVERVIEW

MACROECONOMICS
* DOLLAR APPRECIATION
* INTEREST RATE INCREASES
* ENERGY PRICES
* GENERAL ECONOMIC CHANGES

FOREIGN AGRICULTURAL SUBSIDIES
* TRENDS IN PROTECTION AND EFFECTIVE PRICES IN MAJOR PRODUCERS

REGULATORY ISSUES
* EPA AND WATERS OF THE US
e PESTICIDE APPROVALS AND RESTRICTIONS
* CARBON POLICIES

FARM POLICY



® DOLLAR APPRECIATION

DXY Daily w= Earnings Up Down Dividends 1712-2016
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The dollar value index over the last 4 years compared with the
commodity price index over the last year. g \J



- INTEREST RATES

10-Year Treasury Constant Maturity Rate

2016-01-08: 2.13 Percent (+ see more)
Daily, Not Seasonally Adjusted, DGS10, Updated: 2016-01-11 3:47 PM CST
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Source: Board of Governors of the Federal Reserve System (US)
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A long way to go to pre-recession levels...but,

borrowing decisions are made “at the margin,” not the

level of interest rates.

Effective Federal Funds Rate

2015-12: 0.24 Percent (+ see more)
Monthly, Not Seasonally Adjusted, FEDFUNDS, Updated: 2016-01-04 3:47 PM CST
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C MONEY VELOCITY AND SUPPLY

Velocity of M1 Money Stock

2015:Q3: 5.919 Ratio (+ see more) M2 MOI"Iey StOCk

Quarterly, Seasonally Adjusted, M1V, Updated: 2015-12-22 8:06 AM CST
2015-12-28: 12,347.9 Billions of Dollars (+ see more)
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MV=PY; why we have no substantial inflation
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OIL PRICE ASSUMPTION GOING FORWARD
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TAKE-AWAY FROM MACRO ENVIRONMENT

CURRENCY APPRECIATION WILL FAVOR WEAKER COMMODITY PRICES IN THE U.S., OTHER THINGS
EQUAL

INTEREST RATES (AND SO BORROWING COSTS) WILL RISE...BUT HOW FASTe WITH LOWER
COMMODITY PRICES AND WEAKER FARM POLICY, BORROWING CAPACITY WILL BE CURTAILED;
PRODUCERS WILL ALSO BE LOOKING TO SAVE DOLLAR WHERE THEY CAN ON INPUTS

IF THE SQUEEZE CONTINUES, THERE WILL BE EXITS FROM FARMING; SOME OF YOUR PATRONS WILL
PROBABLY NOT BE HERE IN 5 YEARS

TO EXACERBATE THE ISSUE, ENERGY COSTS, WHICH HAVE BEEN A COST SAVINGS OF LATE, WILL
SLOWLY RISE AGAIN



FOREIGN AGRICULTURAL SUBSIDIES

Payments under new Farm Act will likely be more variable
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Note: Payments in constant 2012 dollars, assuming 2 percent inflation per year for 2014-2018.
E = estimated.

Source: USDA, Economic Research Service using USDA, Farm Service Agency, Commodity
Credit Corporation Net Outlays (Table 35) and Commodity Estimates Book and Congressional
Budget Office, Cost Estimates for the Agricultural Act of 2014, Jan 2014.

Just to begin the comparison, it is important to
note that U.S. farm program payments have
been on a downward trend for quite some time.



) FOREIGN AGRICULTURAL SUBSIDIES
The U.S. is really just in the middle of i:gggg

the pack of subsidizers. The producer 140000
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Figure 1. PSE Data for Major OECD Agricultural Producing Countries and Select
Non-OECD Countries, 2012.
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Figure 2.

FOREIGN AGRICULTURAL SUBSIDIES
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And the trends in subsidization are clearly
moving in opposite directions. In fact,
subsidies are increasing in most of the
developing world, in spite of having
commitments of zero subsidiesunder the
World Trade Organization.



FOREIGN AGRICULTURAL SUBSIDIES

18 7 Chart Area
Let’s put this in perspective based on the _ 16 -
minimum support prices for cotton. Based on %1-4 !
just minimum support prices, the U.S. is at the ;Ed 12
bottom of the list of major producer (excluding .
Australia). Even if we consider additional £08 -
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effective price is still far below Ching, g0
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Figure 5. Minimum Stated Support Prices for Major Cotton Producing Countries,
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TAKE AWAYS FROM FOREIGN SUBSIDIES

* OTHER COUNTRIES AROUND THE WORLD ARE USING POLICY TO SUPPORT THEIR OWN INDUSTRIES
AND ALTER THE COMPETITIVE RELATIONSHIP WITH THE US AT THE SAME TIME THE US IS REDUCING
SUPPORT FOR US AGRICULTURE

* THAT TREND IS NOT LIKELY TO CHANGE AS DEVELOPING COUNTRIES SEEK TO DEVELOP THEIR OWN
AGRICULTURAL SECTORS AND THE US AND EU ARE UNWILLING TO CHALLENGE THEIR
COMMITMENTS TO THE WTO

* OVERALL, US AGRICULTURE WILL SEE ITS COMPETITIVE POSITION RELATIVELY UNDERMINED BASED
SOLELY ON POLICY, NOT PRODUCTIVE FACTORS; BUT, PRODUCTIVE FACTORS (TECHNOLOGY) IS
SPREADING AND PROVIDING FOREIGN PRODUCERS WITH IMPROVED COMPETITIVENESS AS WELL
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. REGULATORY BURDEN AND THE COST OF AVOIDANCE

POLITICS

E.P.A.’s Proposed Rules on Water Worry Farmers

ByRONNIXON MARCH 12, 2014
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Dean Lemke is concerned that rules the E.P.A. is set to issue may require him to begin getting permits for certain
types of work. Jenn Ackerman for The New York Times
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THE COSTS

« THE DIRECT COSTS OF REGULATION ARE, OF COURSE, SUBSTANTIAL. WOTUS, EPA AIR
QUALITY, OSHA, IRS, EEO, ETC.

* WE SPEND SUBSTANTIAL AMOUNTS BRINGING BUSINESSES INTO COMPLIANCE
* WE ALSO SPEND SUBSTANTIAL AMOUNTS TRYING TO PREVENT, REVERSE, OR CHANGE RULES

* THESE COSTS OF COMPLIANCE ARE NOT GOING AWAY—THEY WILL LIKELY ONLY INCREASE
NO MATTER THE POLITICAL PARTY IN POWER



FARM POLICY

* WE ALL KNOW THERE HAS A BEEN A SUBSTANTIAL CHANGE IN THE FARM SAFETY NET
* A GREATER EMPHASIS ON RISK MANAGEMENT
* THE GOVERNMENT LOWERED COSTS BY MOVING TO AREA INSURANCE PRODUCTS
 LITTLE GUARANTEED INCOME FOR CASH FLOW BUDGETING /CREDIT DECISIONS TO RELY

* ARE WE LIKELY TO GO BACKz?

* NO. IT WILL BE INCREASINGLY HARD TO JUSTIFY FARM PROGRAMS TO EVER MORE CONSERVATIVE
REPUBLICAN MEMBERS AND EVER MORE URBAN DEMOCRATIC MEMBERS



