Milton L. Dendy Keynote Address 2013 January 29, 2013
International Poultry Scientific Form

“Drought, Debt and
Politics Drive
Economic and Poultry
Outlook”

Milton L. Dendy
Keynote Address
2013 International
Poultry Scientific Form

Presentation by:

Terry Barr, Senior Director of Industry Research
Knowledge Exchange Division, CoBank, ACB
E-mail: tbarr@cobank.com

- e:::.v
S COBANK

Commodity Markets Will Continue to Seek a
New Normal as Economic Turmoil Subsides

Agriculture commodity index (2005=100) Economic

turmoil
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The last five years 2008-2012:
Global financial crisis (Lehman)

Recessions/rising fiscal deficits

Massive liquidity infusion/ low
interest rates (all central banks)

Rapid growth in emerging
markets and rising middle class.

Rising energy prices

Rapid growth in biofuels linking
agriculture commodities to oil.

Multi-year weather related crop
shortfalls and low grain stocks.

Five Years of Economic and Political Turmoil
Will Give Way to A New Environment
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German Chancellor
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The Path Begins With Strategic Policy
Actions or Lack of Actions by Global Leaders ‘
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Xi Jinping '

New President of China
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A Fragile Global Economy Will Be Driven by
China and the Emerging Markets

Percent change in annual world growth (purchasing-power parity rates)
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Value of U.S. Dollar Increased in 2012 Largely
Against Euro and Yen; Weaker Against Asia

Indexes of major currencies/US$ (March 1973=100)
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* Currencies weighted by relative market importance to total U.S. trade.
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A Resource Challenged World Will Continue to
Support Commodity Markets in the Future

Million people

*************** 950 million~~~~ ~~ China and India will account
for 70 % of the increase in the
middle class from 2000-2030.

ffffffffffffffffff Their “ability to pay” will set
global market prices!

¥Income growth (source?)

————————————————— v'Market access (protectionism)
v'Political decisions (inward?)
431 million
- - - - - A - - - - - But it is not a straight line
growth path!!! Significant
volatility will prevail around

419 the growth path!
million

India - 58 mil.
T

2000 2030
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Euro Region Struggling to Transition

' German elections in

September will limit
significant policy
changes in 2013!

Angela Merkel
German Chancellor

L V! |
__},:" Mario Draghi |
. \ECB President Christine Legarde
Managing DirectorIMF
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Euro Region Struggling to Transition

Monetary Union Fiscal Union Banking Union

No shortcut

Recent actions have calmed waters but
reality is 3-5 year transition with expanded ECB role!
Countries must forfeit significant sovereignty on
banking and fiscal decisions!

S COBANK

Euro Zone Growth Rates Remain Weak

Annual percent change

-4.4
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Remains #1 U.S. A

China Is in a Leadership Transition and
griculture Export Market

&

XiJinping !
New P_resident of China
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The Largest Chinese Trading Partners
Drive China’s Economic Growth Potential

Trade
Region Exports Imports Balance
[European Union 356.0 211.2 +144.8 ]
United States 324.5 122.2 +202.3
Hong Kong 268.0 15.5 +252.5
ASEAN 170.1 192.8 -22.7
Japan 148.3 194.6 -46.3
South Korea 82.9 162.7 -79.8
India 50.5 234 +27.1
Russia 38.9 40.3 -1.4
Taiwan 35.1 124.9 -89.8

2012 trade statistics
S COBANK
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in-a-Decade Leadership Transition Be

Percent growth rate per year
15

Growth in China Has Slowed as the Once-

ins
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2012 2013
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U.S. Recovery Remains Subdued
But Policy Uncertainties Pose Challenge!
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Sénate Leader
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Financial sector

Energy sector

Health care sector

Deficit

reduction

Virtually every sector of

measure and adjust to ri

U.S. Economic Policy Transitions Will
Create Headwinds for Recovery!

U.S. is proposing to undertake major policy reform:

Financial sector regulatory reform implementation

New energy paradigm; Fracking technology
changes landscape! Comprehensive reassessment

Immigration Reform groundwork being laid for 2013

Uninsured, medicare / medicaid reform?

Regulatory oversight Clean air & water, Food safety

Changing tax policy and entitlement programs
(including farm and food programs).

the economy will be impacted and risk management

and investment strategies cannot deal with uncertainties. Companies can

sk based on a set of rules. Can’t assess uncertainty!

R COBANK

Too Much Uncertainty to Build Base for
Rapid Recovery in U.S. Econom

Percent change in quarterly Gross Domestic Product (Chained 2005$)*

8

SET |

2 Lo e

4 | 60-70% of U.S. economic growth comes I

from consumer spending:

6 Debt, unemployment, home values and T T T T T T

7| political uncertainty will limit 2013 growth!
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* Seasonally adjusted at annual rate
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Percent (debt-to-income)

December Data Show Consumers Continuing to
Reduce Debt Burdens; Gain on Net Worth

Percent (net worth-to-income)

140 -
Consumption growth will track

income growth unaided by

credit expansion. When will
consumer be comfortable with
debt level, job environment and

home prices?
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Change in nonfarm payrolls (thousand)

December Job Gains Steady But
Unemployment Rate Remains Near 8 Percent

500 -

250

(averaged 152,900 for last 12 months)

155,000 jobs created in November!
(168,000 in private sector)

BUNEN' - SN0k TN N

Unemployment rate = 7.8 %

"| Underemployment = 14.4%

500 — - - - — — | Participation rate = 63.6%
Average duration = 38.1 weeks

=750 —

LA _Ld_L J == Monthly change === 12-month moving average

82 84 86 88 90 92 94

96

98 00 02 04 06 08 10 12

*Busines cycle troughs: Nov 1982, March 1991, November 2001 and June 2009.
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Percent rate of unemployment

Continued High Unemployment and Excess
Capacity in Labor Markets

12
BITITTTTII]
s Recessign "\ This transition required
» A\ \ 5 years with average
10 ™ITITHT I | growth rate of 4.5%!
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Federal Reserve Will Continue To Promote
Growth and Employment in 2012-15

Percent

Federal Reserve actions:

v Extend near-zero rate guidance to mid-2015.
v’ Total of $85 bil. per month in purchases in 2013.
v' 6.5 % target unemployment; inflation below 2%!

| Federal
_|Funds Rate

90 91 92 93 94 95 96 97 98 99 00 01 02 03 04 05 06 07 08 09

10 11 12 13 14
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Congress Kicks the Can Past First Deadline

ol au U.S. debt ceiling extended
SeE A WAL WY/ to May 18th. Need budget
WLCHAUCE  resolution in House and

' { Senate by April 15. Ceiling
debate again in July?

March 1 will trigger
sequestration ($1.2 trillion
over 10 years) unless
Congress delays action or
agrees on deficit package.

March 27 the continuing
budget resolution for
FY2013 will expire.
Congress must extend or
pass appropriations bills.
S COBANK

American Taxpayer Relief Act of 2012 Reduces
Deficit If Sequestration Occurs; Debt Rises

Deficit in billion dollars Percentof GDP

200 | _Reagan — G. Clinton & G W.Bush _Obama 2

0
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4| v American Taxpayer Relief Act of 2012
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Source: Congressional Budget Office (August, 2011), BEA and Treasury Department and forecast
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American Taxpayer Relief Act of 2012 Stems
Deficit If Sequestration Occurs; Debt Rises
Trillions of dollars Percent of GDP
26 = c = > c kel = c c (] 156
1o c o he) o = 9 < @ ] % =
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2 ] National debt in dollars 12
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S COBANK

Social Security, Medicare, Medicaid and Net
Interest Consuming Larger Share of Budget

FY 2012 FY 2022
14%

30%

10%
19% Defense 18%

Defense

Social
Security

25%

51% of Spending 68% of Spending

Data source: Congressional Budget Office August 2012
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Farm Bill Progress Will Begin After Major
Budget Issues Have Been Resolved!

ST N R ) 5 S R s
What reductions will be required: House $23 bil. / Senate $35 bil. L
$14-15 bil. cuts in commodity/insurance/conservation. :
What is Feb. baseline for cuts better prices / lower base.
Eliminate some direct payments; impose payment limitations.
Crop/revenue insurance expanded ; means tested subsidies?
Base versus planted acreage

S COBANK

But Energy Policy Transitions Will Be
Major Wildcard Going Forward
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Shale Oil and Gas Has Been Positive
Global Black Swan Enerqy Event

S COBANK

South American Crops, Global Economy and
2013 U S. Cro s__Shae Reallnments —

R COBANK
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Million
500

Continued Low Global Grain Stocks
Will Drive 2013 Marketplace

metric tons of wheat & coarse grains Stocks-to-use percentage

400
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40

I world stocks «=Cm Stock/use
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xport Markets Played Key Role in 1970-80;

Exports and Bio-Fuels in 2002-12

Million metric tons or bales

175

150
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62% to

China

- ~__48%to
Cotton China
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Global Acreage Increased by 45 Million
Acres But Weather Has Limited Production

Million acres million metric tons
Acreage harvested* Production*
500 f--- - """ oo oo oo oo — oo - — 200
+3% +13% |
400 T4 - g oo — - - - - - - — 160
300 +4 - —m - - — - - - - — 120
200 4 - — - - — - - - — 80
100 +4 0 406 - - - - - - - - - - - - - - — 40
0.0 + —0
100 - - s s oo s oo s oo 1 -40
*includes wheat, coarse grains and soybeans
T
Change from 2007/08 to 2012/13
S COBANK

Other Countries Are Stepping Up Coarse
Grain Production to Supply Export Market

Million metric tons of coarse grains
80
70 —
60 —
50 —
40 ;
30 —
20 —
10 —

0

87 89 91 93 95 97 99 01 03 05 o7 09 11
Major exporters: Argentina, Australia, Canada
S COBANK
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Large Planted Acreages Will
Boosts 2013 Production Potential
Change
2009 2010 2011 2012 2013 12 to 13
----------------- million acres -----------------
Corn 86.5 88.2 91.9 97.2 98.1' 0to +2
Soybeans 77.5 77.4 75.0 77.2 77.0' -1to O
Wheat 59.2 53.6 54.4 55.1 58.8 +3to 4
Upland Cotton 9.1 11.0 14.7 12.3 12.3 0
7 other crops* 20.7 20.4 17.0 20.7 21.0 0to +1
Hay harvested 59.8 59.9 57.6 58.7 58.7 0to +1
All crops acreage 319.3 316.7 315.0 325.8 330.0 +5to 6
CRP 31.3 31.2 31.2 29.7 29.7 0
Total acreage 350.5 348.0 346.0 355.0 360.0 +4to5
* Barley, oats, sorghum, rice, sunflowers, peanuts and canola
S COBANK

U.S.

- No Drought
Posted/Predicted

Some
Improvement

Persistence

KEY:

- Drought to persist or
intensify

Drought ongoing, some
improvement

- Drought likely to improve,
impacts ease

Drought development
likely

Drought Tendency During the Valid Period

Improvement

Focus Remains on Drought Conditions
and implications for 2013/14 crops
~ _~

Seasonal Drought Outlook

Valid for November 15, 2012 - February 28, 2013
Released November 15, 2012

Development Persistence

K‘:‘(\)\‘
+

No Drought _ 3
Posted/Predicted i S

Depicts large-scale frends based on subjectively derived probabilities guided
by short- and long-range statistical and dynamical forecasts. Short-term events

-- such as individual storms -- cannot be accurately forecast more than a few days in advance.
Use caution for applications — such as crops — that can be affected by such events.

"Ongoing” drought areas are approximated from the Drought Monitor (D1 to D4 intensity).

For weekly drought updates, see the latest U.S. Drought Monitor. NOTE: the green improvement
areas imply at least a 1-category improvement in the Drought Monitor intensity levels,

but do not necessarily imply drought elimination

S COBANK

Terry N. Barr, Sr. Director, Knowledge
Exchange Division, CoBank
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Price Volatility and Risk Management Will
Remain Significant Issues in the Future
Corn Soybeans Wheat
--- $/ bushel (Chicago) --- --- $/ bushel (Chicago) --- --- $/ bushel (Chicago) ---

Year Low High Range] Low High Range JLow High Range
2007 | 3.09 | 457 | 1.48 6.57 |12.30| 5.73 | 4.12 |10.10| 5.98
2008 | 3.06 | 7.65 | 4.60 7.76 |16.54| 8.78 | 4.71 |13.35| 8.64
2009 {3.02| 450 | 1.48 | 8.38 (1291 | 453 |4.39| 6.77 | 2.38
2010 | 3.24 | 6.30 | 3.06 9.00 |13.95| 495 J4.26 | 841 | 4.16
2011 [ 5.72 | 8.00 | 2.28 §10.94 | 1457 | 3.63 }5.72| 897 | 3.25
2012 | 551|844 | 293 | 1150 |17.89| 6.39 | 590 | 947 | 3.57
2008-

12 4,11 | 6.98 | 2.87 9.52 |15.17| 5.65 |5.00 | 9.39 | 4.39

S @ COBANK
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Reduced Coarse Grain Supplies and Large
Wheat Feeding Boost Wheat Market

S COBANK

Terry N. Barr, Sr. Director, Knowledge
Exchange Division, CoBank

18



Milton L. Dendy Keynote Address 2013
International Poultry Scientific Form

January 29, 2013

Smaller Foreign Wheat Output and
Strong Feed Use Reduce Global Stocks
Million metric tons of wheat Stocks as percent of use
250 40
(O
. " .oo.. L
@) @)
200 +---- L\ W A S A - -\--- VAN 01T ———‘32
4 Q @ Q A O
o JR®! O Q 1 o L
O L) C
150 - .. ,,,,, ,, , ‘... P . 24
[ TR
i H H H H H H H N
) ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ 3
0 0
VAR P PP P FP PSS FE R
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Million metric tons

Decline in FSU-12 Exportable
Supplies Will Impact Wheat

125
Domestic use

100
75
50

25

mlm

BN
DDDDDDEDEEDE

25 Net exports

i)

28% of
world trade

ECE S I

>

5 O Y Y Y Y A B N
av

NN
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Terry N. Barr, Sr. Director, Knowledge
Exchange Division, CoBank
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Uncertainties Over U.S. Corn Crop
Dominate Market Developments

S COBANK

World Coarse Grain Stocks Sliding Lower
as U.S. and Foreign Output Declines

Million metric tons of coarse grains Stocks-to-use percentage

300

200

100

0

0 rrrrrrrr+rrr 1+ rrorrr1rrrrrrrrrr T T T T T T T T T T T T T T
QA AL RPF TR I TPRSF TSRS

S COBANK

Terry N. Barr, Sr. Director, Knowledge
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0.0

Billion bushels of corn

7.0 — )
|| Corn price ...

6.0 —

Feeduse ... -2%* | ________________ & AN N7
|| Exports ....... -38%
Ethanol ....... 10% |- - HINVN - -

5.0 T

4wo+-fXN--—F-

30 +--—-—--¥-——— -

20 f+---------

R e

Export Declines Account for Significant
Share of Demand Rationing

Animal protein and dairy sectors trying
to bridge to large 2013/14 harvest.

|| Year-over year change :

Exports

ood, seed & industrial
o~

Ethanol
E—

rFrrrrrrrrrrrrrrrrrrrrrr1rr1r 11 1r1r 111 11 rr 111711

ROV ARSI ITETREFFPRSEITFE RN
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+129°/%/ Feed and residual /j"
- (1]

170
160
150
140
130
120
110
100
90
80
70
60

U.S. Corn Yield Trends Are Uncertain

Bushels per acre for corn

70 73 76 79 82 85 88 91 94 97 00 03 06 09 12
Crop year

S COBANK

Terry N. Barr, Sr. Director, Knowledge
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Large Acreage Suggest Significant Stock

Rebuilding in 2013 If Mother Nature Cooperates

Acreage planted and harvested
(million acres)

95 96 97 98 99
87 88 89 90 91
Yield (bu./acre) Production (million bushels)
140 12180 12320 12460 12600 12740
145 12615 12760 12905 13050 13195
150 13050 13200 13350 --
155 | 13485 13640 13795 13950 14105

160 13920 14080 14240 14400 14560
165 14355 14520 14685 14850 15015
* acreage yield combinations that will result in at least a 1.3 bil. bushel
carryover in 2013/14 and 1.5 bil. bushel increase in usage over 2012/13.

S COBANK

U.S. Corn Stocks Will Rebound If Corn
Yields Reach Trend Indicators

Billion bushels

16

7 | Production Total Use Free stks Gov't stks

14

12

10

%

es?

LR YRR G R PP P PRSI ® Y

S COBANK

Terry N. Barr, Sr. Director, Knowledge
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Soybean Market Riding Smaller South
American Crop and U.S. Crop Concerns

S COBANK

World Soybean Production on Roller
Coaster Ride: S. America Looming

Million metric tons

250

200

150

100

50 .
United States

Brazil and Argentina
O v+ rrrrrrr ettt Tt

DAV AL R P PP RSP FFPRSITERL

S COBANK

Terry N. Barr, Sr. Director, Knowledge
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70

60

50

40

30

20

10

0

Global Soybean Stocks Rely on Record
S. American Crop Now Being Planted

Million metric tons of soybeans

Stocks-to-use percentage

Ending stocks Stocks-to-use

M ~-10
oA
I D e e e e e e e e A O

DAV Ax LR PP RSP PRSI RPN
S COBANK

75

60

45

30

15

0

-15

-30

-45

-60

-75

Million metric tons

China’s Appetite for Soybeans is
Major Market Driver

Domestic use

In last 10 years domestic
consumption has more than doubled
with no significant increase in
domestic production! Usage has
increase by over 54% in last 5 years!

Net exports

&

¥ P ¥ P g P P

& N S N

S COBANK
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Terry N. Barr, Sr. Director, Knowledge
Exchange Division, CoBank
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Billion bushels

U.S. Soybean Stocks Would Move Higher
With Good South American and U.S. Crop

N Production Total Use

Stocks

S v

S COBANK

Dollars per ton
500

Significant Increases in Global Stocks
Would Push Meal Prices Sharply Lower

Million bushels

450

400

350

300

250

200

150

100

50

0

1000

— 800
/
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— 200

S COBANK

Terry N. Barr, Sr. Director, Knowledge
Exchange Division, CoBank
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Feed (Feed Costs: )4
Low st Low stocks ¥

Rising | Rising price volatility "__
Yield/v Yield/weather issues /g\

Ethano Ethanol AN '
SRRy B v

e balance Sheets Strc;r;g Enough?
(Hope is not a strategy for feed costs!)

Protein and Dairy Sectors Realigning and
Trying to Bridge to 2013/14 Crops

Export Reliance:ance:
Emerging markets rkets
Disease (FMD) )

U.S. $ rebound d
Rising competition tition
Trade disputes S

S COBANK

Index (1990-92=100)

Rising Crop Prices and Lagging Livestock and
Dairy Prices Imply Needed Realignment

225 Sector is operating at higher price and cost
levels with greater volatility ..... more
working capital to play, less leverage
permitted and more.emphasis on well-

defined risk management policies!

2ived: crops ———=

N

S COBANK

Terry N. Barr, Sr. Director, Knowledge
Exchange Division, CoBank
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Liquidation Phase of Cattle Cycle
Signaling Less Beef Output

Million head of inventory

Billion pounds

140 35
130 January 1 Cattle inventory | 305
120 - 30
110 275
100 25
90 — 225
B Beef production |
lowest since 1952
80 rrrrrorrrrererrrrrrrr T T T T T T T T 20
QO YD EE QPP LR PRITELS R
S COBANK

Protein Complex Cautious in Face of
Weak Economy and High Feed Costs
Billion pounds
40
| Change in
35 2012 2013 | NS
|| Broilers  +0to-1% +0to +1% )
a0 || Beet “4to 5% -2t0-3% |~ Broilers
|l Pork +2to 3% +1to 2%
BN o= NS~
20 - O
15 L T AN RO T
0 __~""""""" """ Percent changein total meat output____
sl 2009 2010 2011 2012 2013 |
| -3.2% 1.3% 0.7% -1% +0to +1
O\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\
AR RS F IR E P PP PRSI SERR
S COBANK
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Output Adjustments Will be Function o
Costs, Balance Sheets and Bank Relationships
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U.S. Broiler Industry Relying on Export

Markets But Facing Increasing Competition

Million metric tons of broiler meat

18

15 —
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Production change 2000 to 2013
U.S. +19.3%
Brazil +117.5%
Exports share of production
2000 2013
U.S. 16.3% 19.3%
Brazil 14.5% PASY/ N D © e A

U.S. production

Brazilian production

W Brazilian exports
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Poultry Industry Has Boosted Exports
and Diversified Destinations

Million metric tons

1990

1992 1994 1996 1998 2000 2002

2004 2006 2008 2010 2012
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Poultry Industry Has Boosted Exports
and Diversified Destinations

1990

Top 10 markets 2000
Russia _
China/Hong Kong
Mexico
Canada
South Korea
Japan
Poland
Latvia
Georgia
Guatemala

82% of total

1992 1994 1996 1998 2000 2002

Top 10 markets 2012
Mexico
Russia
China/Hong Kong
Canada
Angola

|1 Cuba

Taiwan
Lithuania
Philippines
Iraq

60% of total
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