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COVID-19 Continues to Create
Havoc for Ag and Food Markets

Will Snell

The farm economy entered 2020 amidst a pro-
longed period of depressed commodity prices with
incomes of some Kentucky farmers aided in recent
years by a combination of relatively high crop yields,
government assistance through the Market Facilita-
tion Program (MFP) payments, and growing meat
export markets. In reality, the industry was hoping to
experience a “demand” shock in 2020 following rati-
fication of the United States-Mexico-Canada Agree-
ment (USMCA) a Phase | deal with China, and trade
discussions with other markets like the United King-
dom and the European Union to counteract the ex-
cess supplies of meats and crop inventories as a
means to boost prices and income in the coming
year.

Well a “demand” shock has actually occurred and it
has not been expanded trade, but in the form of a
massive loss in consumer buying power, i.e., income.
Most economists agree that the United States has
entered a recession during the second quarter of
2020, while the International Monetary Fund (IMF)
forecasts that the global economy will contract 3% in
2020. As we reported in last month’s issue of this
newsletter, typically agriculture is partially shielded
from economic downturns as the aggregate de-
mand for food in prosperous nations is generally not
very responsive to changes in income. While the de-
mand for some foods like beef and seafood tend to
be more responsive to income changes, total food
consumption doesn’t change much in an economic
downturn compared to other vulnerable sectors of
the economy like travel, entertainment, housing, and
manufacturing.
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U.S. Food Expenditures

Looking back at the Great Recession, which officially
ran from December 2007 to June 2009, total U.S.
consumer food expenditures actually increased
nearly 3% during the 2007-2009 time frame. Full ser-
vice restaurant sales did fall 2%, but limited service
restaurant sales actually increased 5%, with grocery
sales up 3%. Adjusting for inflation, real food ex-
penditures declined 4.2% from 2007 to 2009, with
full-service restaurant sales off 9.2% compared to a
loss of grocery sales of 3.7%. According to USDA,
inflation-adjusted food spending by U.S. households
did not fully recover from the Great Recession until
2015. Growing personal incomes led to increased
restaurant expenditures, with 2015 representing the
first time in history that U.S. food sales away from
home exceeded U.S. food sales purchased for home
consumption. Higher food sales away from home
continued to surpass food sales at home through
2019. However, we will see some abrupt changes in
that trend for 2020 with restaurant sales down record
levels in March and April following government ac-
tions to close many establishments across the nation.

U.S. Food Consumer Expenditures
(Home vs. Away-From-Home)
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Plus, most analysts predict that future restaurant
traffic will continue to linger even once the U.S.
economy is reopened. The National Restaurant As-
sociation told Congress that the industry laid off 2/3
of their workforce in March and April and is ex-
pected to lose $240 billion in sales (around 15% of
total U.S. food sales) in 2020. Expanded grocery
sales and employment should help offset some of
these losses, but total U.S. food expenditures will
likely be impacted much more in 2020 than what the
nation experienced during the Great Recession due
to a variety of reasons.

First, the U.S. economy is experiencing a much
greater demand shock compared to economic ad-
justments encountered during the Great Recession.
In addition, the food sector is plagued with supply
disruptions along the food chain with processing
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