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Uu. S. farm sector profitability is forecast to declin
come for 2016 at $90.1 billion (down 14.6% from 201
17.2% from 2015. | f realized, 2016 net farm income w
forecast to decline 3.1% from 2015 to $2.5 trillion,
is forecast to rise 5.2% tfasmebO0dBdjudgalybhihnghfearm sect

Farm net income has fallen from a peak of $123.7 billion in  Fe G ERU RIS RN Iee RV VR =S NS R o e N G
2013 to a forecast value of $66.9 billion in 2016 (down
46%), while farm net cash income has declined from $135.6 $2001
billion in 2013 to a forecast value of $90.1 billion in 2016  $180
(down 34%) (Chart 1). Net farm income dropped 25% in  $160]
2014, 13% in 2015 and is forecast to decline 17% in 2016,  $1401 $123.20
driven by declines in both livestock and crop prices. During  $1201 $105.50

this period, production expenses rose by $30 billion in 2014,  $100 $90.10
but then declined in 2015 and 2016 (largely driven by falling  $80- $92.60

fuel and crop input prices), helping to alleviate some of the g0, $77.10 $80.90

$135.30 $135.60 $131.50

strain caused by falling crop and livestock prices. Farm net $40 A
cash income declined by 3% in 2014, 20% in 2015 and is gy

forecast to decline by 15% in 2016. Given our view on crop %0 , , , , ' ' ,
prices for the 2016/17 crop year, we expect farm net income 2010 2011 2012 2013 2014 2015 216F

and farm net cash income to continue to decline in the
2017/18 crop year.

=Net Farm Income ==Net Cash Income
Sources: USDA Farm Income and Wealth Statistics 2016

While U.S. farm sector cash receipts are expected to fall
$23.4 billion (6.2%) in 2016 due to a forecast $23.4 billion e EVFIMURINO (o] ROt M=LIer= SN C R [140))
(12.3%) drop in livestock receipts; crop cash receipts are
forecast to increase slightly, largely due to increased
production levels in 2016 (Chart 2). Soybean cash receipts
led the way in the crop sector; forecast to increase by $5.3 $200-
billion from 2015 due to increased production and a
significant increase in average prices, while cotton cash
receipts are forecast to increase by $0.9 billion over 2015.
However, these increases were offset by forecast decreases
forecast for corn ($2 billion), wheat ($1 billion), vegetables $100+
and melons ($1.4 billion) and fruits and nuts ($2 billion).
Declines in prices were the primary reason for these $50
decreases in cash receipts.
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Since 2012, cash receipts for corn (the major feed grain) have $0 - - $0

fallen from $72 billion to a forecast value of $46 billion in 2000 2011 20012 2013 2014 2015 2006F

2016 (down 36%) as prices have declined from $6.89/bushel :ZZ‘;'m _Egggcffi”s :g‘fgﬁg"s

to $3.10/bushel (Chart 3, page 2); cash receipts have been —Vegetables and Melons ~ ——Fruits and Nuts ——Other Crops
helped somewhat by significant increases in production as

Sources: USDA Farm Income and Wealth Statistics 2016
(Continued on page 2)
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U.S. Farm Economy Continued from page 1)

2012 was a down year for corn production. Wheat cash
receipts (the major food grain) have fallen from $16.5 billion
in 2012 to a forecast value of $8.5 billion in 2016 (almost
50%) as prices have fallen from $7.77/bushel to $3.80/
bushel. Although soybean (the major oil crop) and cotton
cash receipts are forecast to increase significantly from 2015,
they are still down $6.1 billion and $2.5 billion, respectively,
from their 2012 peak. Cash receipts for fruits and nuts have
dropped significantly ($6.8 billion) since their peak in 2014
due to lower prices for tree nuts in the 2015/16 crop year.

Given USDA supply and demand outlooks and price
forecasts for the 2016/17 crop year, it is likely that farm net
income and farm net cash income will continue to fall in the
upcoming year. Record production for soybeans and corn,

Chart 3: Commodity Crop Prices ($USD/bu)
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and strong yields for wheat, cotton and rice are expected to
lead to increased stocks and lower prices in the row crop
sector. In the permanent crop sector, record production of
pistachios and walnuts and strong almond and cranberry
production are also expected to lead to lower prices in the
2016/17 crop year, which is not expected to be offset by
increased sales volumes.

Farm Financial Metrics

Farm sector financial ratios have been falling over the last
four years due to falling on-farm assets and rising debt
levels. On-farm assets reached a peak of almost $2.95
trillion in 2014, largely driven by farmland appreciation, but
in 2015, farmland assets fell to $2.91 trillion and in 2016,
they are expected to fall to $2.85 trillion (down 1.3% and
2.1%, respectively) (Chart 4). At the same time, farmland
debt (both real estate and non-real estate debt) has increased
(Chart 5). As a result, real estate debt levels have increased
$167 billion in 2011 to a forecast value of $227 billion in
2016 (CAGR 6.3%) while non-real estate debt has increased
from $127 billion in 2011 to a forecast value of $149 billion

Hancock Agricultural Investment Group

Chart 4: Farm Assets Fall as Farm Debt Rises in 2015 and 2016 ($ H
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Chart 5: Farm Sector Debt by Category ($ Billions)
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2016 (CAGR 3.2%). Combined, debt has grown from $295
billion in 2011 to a forecast value of $375 billion in 2016
(CAGR 5.0%).

The decline in farmland assets and the increase in farmland
debt have led to a deterioration of debt-to-asset and debt-to-
equity levels which has caused some concern among
investors about the current financial viability of the sector.
Debt-to-equity ratios have increased from 12.7% in 2012 to a
forecast value of 15.2% in 2016, while debt-to-asset ratios
have grown from 11.3% to a forecast value of 13.2% during
the same time period (Chart 6, page 6). However, measuring
these numbers against the 1980-2016 average ratio (17.8%
for debt-to-equity and 15% for debt-to-asset) shows that the
farm sector is still in good financial shape and well below the

(Continued on page 6)

Third Quarter 2016 2



800

700

Quarterly Corn Production Estimates, Major Producers Figure 1.

(Million Metric Tons) U.S. corn production is projected at 345.49 MMT for the

2015/16 marketing year, a 4% decline from 2014/15. 2016/17
production is projected to increase to 386.75 due to an 8%

‘ = South Africam Argentinam China = Brazil m United Stat#s
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increase in harvested acres and good weather conditions
during the growing season. Brazil® 2015/16 corn crop

decreased by 21% from 2014/15 to 67 MMT due to poor

500

300

250

yields of the second crop, but 2016/17 production is expected
to rebound to 83.5 MMT on higher acreage and better yields.
Argentina® 2015/16 projected corn production of 29 MMT
represents a slight increase from 2014/15, however 2016/17
corn production is projected to increase to 36.5 MMT as
farmers took advantage of the elimination of corn export
taxes by planting more acreage to corn. South African
2015/16 corn is projected at 7.9 MMT, a significant decline
from 2014/15 due to drought conditions. As South Africa
recovers from the drought in 2016/17 production is expected

2000 2002 2004 2006 2008 2010 2012 2014 2016 to rebound to 13 MMT. China& corn production in 2015/16
Sources: USDA WASDE. Note: 2015 data are estimates and 2016 data are projections, updati& E@jeCted at 224.63 MMT a 4% increase from 2014/15, but
made on a corn marketing year basis. production is expected to fall in 2016/17 to 216 MMT due to

the removal of price supports for corn production.

Quarterly Soybean Production Estimates, Major Producers

(Million Metric Tons)

Figure 2.
Global soybean production is forecast to increase 7.3% in

‘ B Argentinas Brazilm United Statt%s

200

2016/17 due to increased production in Brazil and the U.S.
Brazil® soybean production is projected to decrease slightly
to 96.5 MMT in 2015/16 as a result of reduced planted area

150
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and lower yields, but planted area is projected to rebound in
2016/17 and boost Brazil® soybean production to 102 MMT.
Argentina® soybean production is projected to decrease by
7.5% to 56.8 MMT in 2015/16 and increase only slightly in
2016/17 as export tax policies have made corn production
more attractive. Argentina eliminated its corn export tax
completely, while the soybean export tax was only reduced

50 by 5% to 30%. U.S. soybean production in 2015/16 is
projected to increase slightly from 2014/15 production to
o 106.9 MMT and to continue increasing (11%) in 2016/17 to
2000 2002 2004 2006 2008 2010 2012 2014 2016 118.69 MMT due to increased harvested acreage and strong
Sources: USDA WASDE. Note: 2015 data are estimates and 2016 data are projections, updatégigksls caused by excellent growing conditions.
made on a soybean marketing year basis.

Quarterly Exchange Rates Between USD and Agricultural Curre Figure 3.

(Indexed to 1 at 2006: Q1) The USD had mixed performance against other currencies in
I 3Q 2016 reflecting the economic data that was released in 3Q
» 2016 and unchanged expectations about U.S. monetary

' ¥ policy. The currencies of Canada, Brazil and Argentina
1.2 depreciated slightly against the dollar in Q3 2016 over Q2
2016, while the currencies of Australia and Russia made
101 gains against the dollar in Q3 2016 over Q2 2016. When
08 _a comparing the strength of the USD to competitive currencies
between Q3 2016 and Q3 2015:
0.6 —‘-ﬁ--.--...\\ \ \’\\-//* Q Q
\\\ \,__,\ i The Brazilian real appreciated 23% against the USD;
0.4 -~ i The Russian ruble appreciated 4% against the USD;
5 ""'—--—-..\\—-— i The Canadian dollar appreciated 2% against the USD;
[ N + i The Argentine peso de':premated 38% aga}nst the USI?,
0.0 = largely due to the Macri government devaluing the peso in
2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 December Of last year;

Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1 Q1

S

i The Australian dollar appreciated 9% against the USD.

ources: Macrobond, HNRG Research
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Four Quarter Moving Average Corn Exports, Major Producers

(Million Metric Tons)
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Sources: Argentinian Ministry of Agroindustry, Aliceweb, USDA, HNRG Research

Quarterly export data is a four quarter moving average

Four Quarter Moving Average Soybean Exports, Major Produce

(Million Metric Tons)
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Sources: Argentinian Ministry of Agroindustry, Aliceweb, USDA HNRG Research

Quarterly export data is a four quarter moving average

Quarterly Corn and Soybean China Imports
(Million Metric Tons)
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Figure 4.

Brazil® four quarter moving average corn export volume
increased by 62% since last year and has been relatively
unchanged since last quarter as supplies have tightened.
Brazil® corn exports during the past year have been boosted
by the weak Brazilian real but negatively impacted by the
drought which affected the second crop. Argentina® four
quarter moving average volume of corn exports increased by
13% since last quarter and increased by 16% since last year
as a result of the removal of corn export taxes. US four
quarter moving average corn export volume in Q3 2016
increased by 12% quarter-over-quarter largely due to
reduction in corn supplies in Brazil, and increased by 10%
year-over-year.

Figure 5.

The U.S. four quarter moving average soybean export
volume increased by 7% from last year and by 12% from last
quarter as Brazil and Argentina®& exports decreased from last
quarter. Brazil® four quarter moving average soybean export
volume decreased by 10% from last quarter and increased by
7% from last year. Argentina® four quarter moving average
soybean export volume fell by 26% since last quarter and
decreased by 45% year-over-year. Argentina® export sales
have been negatively affected by lower production and by
farmer® holding on to soybean stocks in hopes of a further
reduction in soybean export taxes. However on September 3™
the Argentine government announced that the planned
reduction on soybean export taxes will not come till 2018. In
addition, the Macri government promised refunds equivalent
to 5% of the FOB price for soybeans in ten Northern
provinces.

Figure 6.

Chinese imports of corn and soybeans totaled 23 MMT in Q3
2016, a 14% decrease over Q3 2015. China&G soybean
imports typically peak in quarters 2, 3 and 4 due to product
availability. China& soybean imports have declined by 8%
since last year as a result of an increasing domestic soybean
crop and weak soybean supplies in Brazil and Argentina.
Corn imports have declined by 96% in Q3 2016 over Q3
2015 as a result of the government® decision to increase the
amount of corn auctions from state reserves.
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Quarterly U.S. Row Crop Prices ($USD per bu)
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Annual U.S. Average Grower Tree Nut Prices ($USD per Ib.)
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Figure 7.

Corn and wheat prices declined in Q3 2016, while soybean
prices increased. Corn and wheat prices declined due to
record projected production and ending stocks for the 2016/17
marketing year. The corn stocks to use ratio is projected to
increase to 16% while the wheat stocks to use ratio is
projected to remain over 50% for the 2016/17 marketing year.
In Q3 2016 corn prices decreased by 9.5% since 2Q 2016 and
by 10% since last year to $3.34/bu. Wheat prices decreased
by 17% since 2Q 2016 and by 26% since last year to $3.64/
bu. Soybean prices increased by 2% since last quarter and by
3% since last year to $9.85/bu due to strong U.S. exports.
Despite strong exports, the soybean price is expected to
decline in the last quarter of the year as a result of record high
projected ending stocks and production.

Figure 8.

The U.S. is a major producer of tree nuts, accounting for
approximately 82% of the world®& almonds, 28% of the
world® walnuts and 23% of the world& pistachios in 2015.
Prices are projected to decline for all 3 nuts as favorable
weather has allowed almond, walnut and pistachio growers to
set new production records in the 2016/17 marketing year.
Comparing U.S. nut prices in 2016/17 with nut prices in
2015/16:

i Based on prices through October 2016, almond prices are
forecast to decline by 21% to $2.26/1b

i Based on prices through October 2016, walnut prices are
forecast to decline by 9% to $0.73/lb

i Based on prices through September 2016, pistachio prices
are forecast to decline by 21% in 2016/17 to $1.94/1b

Sources: USDA NASS, Prices reported as received by buyer, Nichols Farms, BLS, HNRG Research.
2016 tree nut prices are HNRG estimates, official prices to be reported by the USDA.

NCREIF Row Crops Total Return (percent per year) and USDA

Crops Cash Receipts (y/oly percent change)
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2016 USDA row crop receipts are a forecast
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Figure 9.

USDA 2016 row crop cash receipts are forecast to increase by
1.2% to $161 billion from last year as higher cash receipts for
oil crops offset declines in feed crop and food grain receipts.
It should be noted that the projected decline in total U.S. farm
sector cash receipts in 2016 is due to a drop in livestock
receipts and not crop receipts. Livestock receipts made up
half of the total U.S. farm sector cash receipts in 2015. This
increase in USDA row crop cash receipts comes after three
consecutive years of decline. NCREIF& YTD Q3 2016 row
crop total return of 3.51% is 38 basis points lower than
NCREIF& Q3 2015 YTD return and the lowest row crop Q3
YTD return in NCREIF& history.
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U.S. Farm Economy (Continued from page 2)

levels of the farm crisis thgt ocqurred during the mid-late
1980s, when the debt-to-equity ratio averaged 24.2% and the

debt-to-asset ratio averaged 19.5%.
belief that farm sector financials will
falling on-farm prices, decreasing
increasing farmland debt in 2017.

Looking Ahead

The current situation in the farmland market is thought to be ~ 15%/

as much of an opportunity as it is

returns. Although declining farm income is likely to lead to
falling farmland values and lower cash yields in the short
term, it is also likely to lead to more buying opportunities as
farmland prices per acre fall. The current situation in the
U.S. farmland market has been driven by oversupply in the
global market, largely due to good weather, but there has

As a result, it is our  30%

remain strong despite
farmland values, and

25%
Average DebbEquity Ratio= 17.8%

20% -

a threat to investment
10%

Average DeltAssetRatio = 15%
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been no structural shift in demand. As a result, the
fundamental drivers for the farmland sector are likely to =Debt-to-Asset Ratio====Debt-to-Equity Ratio

remain strong in the future. @

HNRG Research Team

Court Washburn
Managing Director and
Chief Investment Officer

Sources: USDA Farm Financial Indicators 2016

cwashburn@hnrg.com

Keith Balter
Director of Economic Research

kbalter@hnrg.com

Bill Devens
Senior Agricultural Economist
wdevens@hnrg.com

Mary Ellen Aronow
Senior Forest Economist
maronow@hnrg.com

Elizabeth Shestakova
Economic Research Analyst
eshestakova@hnrg.com

Keith Goplerud
Economic Research Analyst
kgoplerud@hnrg.com

Hancock Agricultural Investment Group

NOTES:

Figure 1.Corn production is charted on a calendar year basis and updatéd @& hi nadés soybean and corn imports
marketing year basis. The corn marketing year is from September to Alig@sthstatteeneral Administration of Customs.

U.S., from May to April for South Africa, and from October to September for China.

The corn marketing year is from March to February in Argentina and Brpgile @Ry Crop Prices are published on a monthly basis by the USDA National
Prqducuon data and forecasts are updated on a monthly basis by the AMYPHCS atistics Service (USDA NASS).

Agricultural Supply and Demand Estimates Report (WASDE).

. L . Figure 8.Permanent Crop Prices are published on a annual basis by the USDA
Figure 2.Soybean production is charted on a calendar year basis and ugdgith PR g ricultural Statistics Service (USDA NASS). Walnuts price estimates for
a marketing year basis. The soybean marketing year is from Seplemb%éocmgH%/ear are calculated by using the percent annual changes for the crop
for the U.S., from February to January for Brazil and for April to March, é’é%‘g?ﬁ@?roducer Price Index for walnuts, published by the Bureau of Labor
na. Soybean Production data and forecasts are updated on a monthly BgSiga {6, & monthly basis. Annual estimates for pistachios are calculated by
USDA World Agricultural Supply and Demand Estimates Report (WASQfing the percent annual changes for the crop year in the prices published in the

) . . rket Reports from Nichols Farms. Almond price estimates for the current year
Figure 3Exchanges rates are updated on a daily basis by Macmbo”ﬂ?é“@ﬂ%@iﬁed by using the percent annual ch:nges for the crop year in the p%ces
AB. from HNRG sources.

Figure 4Ar gentinads agricultural exppdohsonicEsh ErohRéckigistisutlis pthsned thBPihds helrind 2s T
Argentinian Ministry of Agroindustry. Brazil export data is published og BHanthy ¢ y August and November by the
basis by Aliceweb. U.S. exports are published on a monthly basis Qy,the Relearch Service. The U.S. level gaanémecast is first published in
Census Bureau. Export data is reported on a 4 quarter moving averagepoagjyst for y. The August release converts
seasonality. and the November release updates the current year forecast. NCREIF Farmland

) . R . | | Total Return data is published on a quagerly basis. NCREIF uar}ﬁily total row .
Figure SAr gentinads agricultural exphstenddetiggRdadd tb B fidtotd Brurifor REyRdr. Atle YotalRefufh s
Argentinian Ministry of Agroindustry. Brazil export data is published 0@ MM par chart may not equal the annual total return as reported by NCREIF,

basis by Aliceweb. U.S. exports are published on a monthly because the NCREIF annual return is calculated by multiplying instead of adding
basis by the U.S. Census Bureau. Export data is reported on a 4 quaﬁ@érmﬂ\/"ﬁ]&ums together.

average to adjust for seasonality.

References to expected investment performance in this newsletter are based on historical information and aethpssdatiomsafagential for profit as well
as for loss exists.

Hancock Agricultural Investment Group is a division of Hancock Natural Resource Group, Inc., a registeraddmeslynanhaddsbsidiary of Manulife
Financial Corporation. © Hancock Natural Resource Group, Inc.
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