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AGRICULTURAL
ECONOMIC INSIGHTS

State of the Farm Economy

David Widmar
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Real Net Farm Income 1929-2023 Direct payments: what's normal?
(2023 = 100)
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Budget outlook: favorable but risky Grain stocks have been tight

Economic Cost of Production; Economic Cost of Production: U.S. Crop Ending Stocks: Aere-Equivalent World (Less China) Crop Ending Stocks:
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2023: The U.S. corn/sb situation is
getting unbalanced.
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Production issues loom

Harvested Acres- Ukraine

U.S. Average Corn Yields, 1988-2022
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High prices rationing usage

USS. Soybean Usage

U.S. Corn Usage
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Ag exports to China: another record

Value of China's Purchases of U.S. Ag & Related
Products
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China's Cumulative Purchases of Soybeans China's Cumulative Purchases of Corn
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To Summarize:

* 2024 (and 2023) less favorable but still positive

« A shift in direct government payments underway

« Supply issues remain, but abating

» Soybeans positioned to be more favorable in 2024

» How quickly will usage recover?
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World Harvested Acres
(13 Primary Crops)
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Farm Booms Always End.

they end is the concern.
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Working capital: lower than | expected

U.S. Farm Sector- Real Working Capital
2023=100

Working Capital to Gross Revenue Ratio,
U.S. Farm Sector. 2009-2023
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Farm debt

Real U.S. Farm Debt, by Type
(2023=100)
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Farm size and profitability
Average Farm Househeld Income, by Farm Type.
2018 (On-Farm + Off-Farm Income)
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Distribution of farm debt
Percent of Farm Bu: sses and Total Farm bt Percent of Farm Busine: Wi ek
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It’s not the decisions made in the lean years
that get us into financial trouble....

It’s the decision made during the boom years
that won’t cash flow in the lean year.
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Percent of Total Expenses, HQ IN Farmland,
Average 1991-2022

1) Family living expenses higher

Family Living Expense
(Kansas Farm Mgmt. Assoc.)

Sources of Changes in Family Living Expense
2022 vs 2020 (KFMA)
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3) Higher int. rates, longer repayments

Farm Machinery Debt Service Index
(Annual Payment to Service $1,000 of Debt)

Farm Machinery Interest Expense Index
(Total Interest Expense for $1,000 of Debt)
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Mapping it out: an example
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Annual Cash Flows
Item 2019 2020 2021 2022 2024 2025 2026 2027 2028
Combine| 2015] | 5 45000 $ 45,000 5 45000
Bl 2022 S 65,000
50 Heifers, 2020 5 350005 35000
Machine Shed) 2015 $ 15,000 | § 15000 | § 15,000 | § 15,000
180 acres| 2009 $ 62,500 | § 62,500 | § 62,500 | $ 62,500 | $ 62,500 IS $ 62,500
2014
Planter| 2012
$122,500 | $122,500 | $112,500 | $162,500 | § 62,500 | § 62,500 |5 s - s - s

Questions for this year:
« Combine vs. tractor vs. planter
+ Trade-off: Cash or financing; how many
years?




4) A cautionary example:
accelerated depreciation & debt

8/29/2023

Y2\ o hfwi xREYjwiXys
WEyjxBItr r tiry%
Ui x% ¥ mj sl Wzs

Inverted yield curve

FRED -/

.

us on an vestment Sasis
= Marked Vi on U5 Basis

.
e W
i,

o ,J‘"f
%Wﬁimwmmfﬁw

) e

o st w0 2041 a1 201601 B0a1 ) a1 202001 i =

Shaded seas nacale S fecessions. ‘Source: Bard of Govemors of he Feceral Reséve System (US) feq stiousted o

[ FedPolic:"Long, variable lags” | aeig

27

What would you pay?

-|How much income is generated?l
* Revenues less costs

-|What are future earnings worth today’?l
< How long will the goose live?

« What is $100 dollars earned in ten years
(2032) worth today?

Future earnings

» Scenario 1: Future value of a  « Scenario 2: Present value

saving account

« PV =$100; Rate = 1%
« FV (10yrs) = $110

« PV = $100; Rate = 7%
« FV (10yrs) = $196

« FV = $100; Rate = 1%
« PV (10yrs) = $90

« FV = $100; Rate = 7%
« PV (10yrs) = $51
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Why farmland is so important:

« A big share of the balance sheet:
« 83% of all farm assets
« 70% of all farm debt

« A significant annual obligation:

« Land ~ 35% of economic costs /é?é :
Il
—\‘Z{f.‘fﬁg
« Long-term implications . TS
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Cash Rent Divided by Average Indiana Farmland Value and Yield on
I ncome 10 Year US Treasury Bonds, 1976-2023

fundamentals S
are strong, but
valuations are

clearly being "
stretched @ -
2.2% Rent to

Value -

aeiag

31

Land Values by Capitalization Rates and Income, Average
Quality Indiana Farmland, 2023
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The Next Margin Squeeze

« Less balance sheet flexibility
« Less working capital
« Long repayment periods = fixed cash flow obligations
« Higher int. rates = refinancing land won't be as feasible

» ARC and PLC will be less helpful

« When and how will farmland adjust?
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WWATA Memo What's going on?
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Let's talk about the long
run...

» What is your <plan> and
are you taking action?

« Base hits win the game.

» Manage fixed expenses
ruthlessly.
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