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World population living in extreme poverty, World, 1820 to 2015

Extreme poverty is defined as living on less than 1.90 international-$ per day.
International-$ are adjusted for price differences between countries and for price changes over time (inflation).

7 billion
6 billion

5 billion

Number of
people not in
extreme poverty

4 billion

3 billion

2 billion

1 billion
Number of
people living in
extreme poverty

0 '
1820 1850 1900 1950 2015

Source: Ravallion (2016) updated with World Bank (2019) OurWorldInData.org/extreme-poverty/ « CC BY
Note: See OurWorldInData.org/extreme-history-methods for the strengths and limitations of this data and how historians arrive at these
estimates.




Chinese Meat Consumption 1975-present
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Hugh Killen @hugh_killen - Oct 27 ana
* Muyuan's hog farm in China. 21 high rise "hotels' holding 100,000 sows

from farrow to finish. Aiming to produce 2.1m hogs per year. Geez, | wonder
why the swine fever virus is circulating in China?
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What’s good?

* Corn: Mar 599, Dec22 557

e Soy: Mar 1384, Nov22 1300
* HRW: July22 778, July23 790
* HRS: Dec22 871

* Feeder Cattle: Apr22 169

* Live Cattle: Apr22 140

* Lean Hogs: Apr22 84.70

* Class Ill Milk: Feb22 21.68



The Bad

The Bond Market Says Inflation Will
Last. You Should Be Listening.

Five-year break even inflation rate

3% 2.98%
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Average Weekly Retail Urea Prices
$1,020

h I Dramatic spikes in fertilizer prices _| DPTNn
T e U g y «+« could impact row crop farmers

George Jared (gjared@talkbusiness.net 820
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Inflation Hits Farm Country i — — = R g e

Year-Over-Year Change in Farm Production Expenses, Percent Change (December 2020 to December 2021) $320 —2021 2020 ——2019 5YrAvg
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$388 Billion

Farm Production Expenses in 2021
Were The 2 Highest AlFTime And
Are Poised To Move Higher in 2022

+1429%
+127%
+93% +95%
+63%
+48%
+99%
.
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Senate Ag GOP Analysis, Energy information Administration, USDA AMS, USDA NASS, Bloomberg, Department of Labor.. USDA ERS




Bn Bushels

US Corn Stocks Decline to 10-14 Levels
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Beef Cattle Herd Slowly Shrinking Due to
Cattle Cycle in Spite of Prices
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Dairy Herd Likely Shrinking After Small
Growth
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Swine Numbers Falling in the US in 22
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Ethanol demand is increasing—rising miles
driven is starting to show up.
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Billion Bushels

Corn Exports Lower in MY22 on
larger global production vs MY21
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Corn Exports on Track w/ USDA
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Bn Bushels

Soybean Global Inventories Stable This Year...
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Soybean Stocks/Use set to rise a bit in 21/22.
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Million Bushels

US Soy Exports decline in 21/22, but will lower
S.Am production affect this?
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Chinese Soy Imports flat in 21/22.
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So far, soy exports on track w/ USDA

projections.
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Bn Bushels

US Wheat continues to tighten.
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Marketing Thoughts...

* Are you psychic? Don’t market like it.
e Use physical sales for high-probability events
* Use options for low probability events.

* The market only cares about your P&L until you
lock in your acreage (planting?/fert application?)



Energy Prices...

This has nothing to
do with pipelines.

Inflation? Maybe. P
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The Supply Chain

* Pre-COVID, the industrial supply chain was a *ballet* of
economic activity.

* Slack/resilience is expensive.

* A lack of resilience.
* How many farmers have an extra combine?

 Just-in-time supply chains were designed and built to
maximize efficiency, ultimately, return on equity.

* How much ROE are we willing to sacrifice?

* Multiple issues struck at once...
* Chip shortage: COVID, drought, trade
* Texas freeze: petroleum products



What will cure logistical issues?

* Price signals and time.

* Price signals cause the redirection of resources.
* NG toward N production
e Refracturing wells

* Price controls will force misallocation of natural
resources.

* Supply chains took a long time to create, cannot be
recreated quickly...



Economic Outlook

* Inflation will be with us for a bit...

* Money printing works at growing the economy
* Debts and deficits don’t matter.

* Until they do.
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10 Year Rates remain under 2%
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Short Rates +0.75% in ‘22, +0.75 in ‘23.
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Labor shortages aren’t new and
aren’t going away.

e Labor shortage causes are varied:
* Acceleration of baby boom retirements

* Reduced immigration
e Child/family care

e Goldman Sachs estimates 5m decline since COVID:
* 3.4m are >55 and likely permanent

e 1.7m are temporary

e But...lower immigration...lower population growth...GenZ is smaller
than Boomers...

* Wage expectations have changed, though.
* Capital displacement of labor will accelerate
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Marketing Thoughts...

* Match sales & input costs...

* The market doesn’t need to care about P&L after
planting!

* If you are buying high-priced inputs for ’22,
* You need to sell some crop

* If you are selling 22 crop
* You need to lock inputs



Summary

* Long-term Ag Outlook is very positive

e Short-term is also on-balance positive
* But high input costs will crimp profitability

* Macro is largely benign
* But labor markets have swung toward sellers



Closing thoughts:

* Are these markets mostly demand or supply
driven?
* A little more demand driven, but with supply helping...

* Prices stay >S4.75 (futures) unless MONSTER crop.

e Soy might have 50c downside, more in new crop.

e South Am Market is in full weather mode.
e Extreme Weather in South Am...



Questions?

matt@kernmantle.group

Matthew C. Roberts, PhD | & @YourEconProf
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