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Presenter
Presentation Notes
Good afternoon. I’m Chris Swersey from Brewers Association. There are a lot of new faces here today, so I’ll very briefly describe what we are. We’re a not for profit group located in Boulder Colorado. I actually live in Idaho near barley and hop country, and I telecommute. Brewers Association recently counts roughly 3700 of 5100 US breweries as our members. That number continues to grow daily and fast.

This is my 8th HGA convention. It’s been my privilege to make this presentation every year, I do a lot of talks, but this annual talk is by far my favorite and the single most important thing I do in serving our members. I recently took on a new title of Supply Chain Specialist at the BA, meaning I get to focus exclusively on hops and barley now, hopefully I’ll be coming to HGA for many more years to come.





Words To Live By For 2017

“I just listened to that inner
voice. By the way, it’s always
a good move to listen to that
inner voice... if it doesn’t lead

to a crime.”

- Lisa Kudrow


Presenter
Presentation Notes
For the last 7 years, my goal has been to communicate to you all what America’s small brewers are doing, so you can produce the right quantity of the right hop varieties, to supply a market that’s well matched in supply and demand.

I’ve been very fortunate not only to have a consistent story of craft growth. In general, this year I have a mixed bag of news, mostly good but with some storm clouds that gathered on the horizon during the second half of 2016, and which threaten to really rain on our party in coming years.

Today, I’m going to share some insights that worry me, and should make everyone here think very hard about their 2017 plans. I serve the best interest of my members by credibly securing a steady supply of high quality hops and this year I’m thinking about the long-term sustainability of the industry for growers, brewers and dealers, and listening to my inner voice. With that in mind, let’s dive in.


Objectives

Brewing & Hop Industry Updates
Annual BA Hop Survey Results
Hop Stocks Reports Analysis (new for 2017)

Review 2016 pound and acre forecasts &
project 2017 pound and acre needs relative
to inventory and net exports


Presenter
Presentation Notes
This year I’ll do the usual review of the BA hop survey to give this group insights into craft brewer behavior.




2016 U.S. Brewing Industry Update

Total U.S. beer production volume down ~0.5-
1.0%

Total number of U.S. breweries tops 5,000 for
first time ever

Craft volume growth slowed to ~7-8% to ~26
MM barrels total volume

Craft brewer PPB hopping rates (2015 beer
production year) increased significantly from
1.39 to 1.50 pounds per barrel (+7.9%)

Medium hopping rate brewer rate nudged up
from 0.42 to 0.43 pounds per barrel


Presenter
Presentation Notes
ON this slide, things in red are bad, things in green are good
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Presenter
Presentation Notes
As of Jan 2017, BA is aware of over 5,100 operating U.S. breweries. We’re also aware of over  3,000 startup operations, with over 1,000 of them as BA members in planning. Let that sink in for a minute….

Craft volume growth in recent years has been driven by new brewery openings to a large degree, as well as market share capture overall. In 2015 and we suspect in 2016, larger regional craft brewers struggled to maintain growth in an ever more crowded market place. Beer drinkers continue to support their local brewery, meaning the farther you get from your brewery, the less local you seem to a beer drinker. You expect this in a maturing sector, and this trend has real outcomes that affect everyone in this room.


Craft Beer Production
BRENERS 2001 - 2016
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Presenter
Presentation Notes
Recent rapid growth in craft volume has left production at roughly 26 million barrels. Craft volume has more than tripled since the first time we ran a hop survey in 2008 looking at the 2007 production year. This is continued good news for anyone in the hop industry
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Presenter
Presentation Notes
According to our economist who will be speaking next, overall craft volume in 2016 will be up by around 7-8%. This is an early estimate, the official tally will come out in April, but Bart has been kind enough to share this information with us at this early stage. Last year we guessed 12% growth here for 2016, but actually came in around 7-8% which seems like good growth, and it is. But…

Over the past 13 years, craft growth has averaged around 11%, including the economic downturn years of 2008 and 2009, in which craft growth was around 6.5%. In any case, we’ve all been watching craft growth continue at a strong pace. Robust craft volume growth has been the primary driver of US aroma hop consumption, which in turn has completely turned the US hop industry upside down from 25% aroma to over 80% aroma acres. You all already know that though from your farms, your contracts, and from reading the US Hop Report.

So 7-8% growth is good growth, especially when all U.S. production is down a bit. But 2016 growth was the slowest since 2009, and represents the second consecutive annual decrease in growth rate, as well as the first time growth was below the 10 year average since 2009. This is a loud signal that you all should hear. For our members, this has meant some layoffs in extreme cases, and difficulty reconciling their financing with cash – brewers are under stress. This is the first storm cloud on the horizon that has me listening to my inner voice.


2016 U.S. Hop Industry Update

e Total U.S. acres increased from 44,900 to
52,100 (+16%)

 Total U.S. production increased from 80.4 MM
to 89.0 MM pounds (+10.7%)

 Total U.S. yield decreased from 1810 to 1710
pounds per acre (-5.2%)

e Licensed acres increased from ~9,300 (21% of
total ac) to ~13,000 (25% of total ac)




Aroma Hop Acreage
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Presenter
Presentation Notes
The 2013 growing year marked the first time that US aroma acres exceeded 50%. That trend continued in 2014 and 2015, with US aroma acres passing 75% for the first time ever in 2015, and passing 80% in 2016. The flattening after big gaps up in 2012-2013 is a sign that the industry is settling into a new normal. I expect this might actually tick downward in 2017 with some alphas going in, but we won’t see a big change in the other direction here. We’re in a new normal.

This chart follows the same trajectory as the upward acreage trend from 20k-30k thru the 20th century, thru around 2011. That was a phase shown by the first arrow. The next phase was a steady upward climb to 50,000 acres. This was expensive and rapid growth, and while it was difficult, it was also exciting, and a known quantity. Brewers asked growers and dealers to push the gas pedal, and they did.

Now, it feels like growth is slowing, and we need to take our foot off the gas, and maybe even tap the brake. That’s the next phase, and transitions between phases can be very bumpy. My goal is to reduce the bumps, and land at the softest landing possible, remove volatility if possible, and keep us all in good shape, growing hops, selling hops, brewing beer.


Objectives

 Annual BA Hop Survey Results



Presenter
Presentation Notes
So all that said, I’m going to do something new this year. I’ll review craft brewer behavior same as in years past, with the usual BA Hop Survey results, and I’ll include all the non-craft medium and high hopping rate users like we did last year. Then towards the end I’m going to introduce my first ever hop stocks analysis, and roll up that data from USDA-NASS in ways that show some more storm clouds.

Then we’ll finish with a review of 2016, and a look ahead to 2017 based on a putative acreage balance sheet.




BA Member Hop Usage Survey

 Annual Survey in July

* Nine Years of Data collected 2008 - 2016

* Look back to production years 2007 — 2015
* Only includes craft volume as defined

e A SURVEY, so the results shown are NOT totals:
“Actual Mileage May Vary”

BA Annual Hop Survey + USDA National Hop
Reports + BA BIPS Survey + USDA NASS Hop
Stocks Reports => This presentation


Presenter
Presentation Notes
In this presentation I marry results of that survey with USDA National hop report data, as well as our annual Beer Industry Production Survey (BIPS) data, and new this year the NASS hop stocks reports and some import/export data.


US Brewing & Hop Usage
Summary

* Hopping rates measured in ‘16 survey
increased +7.9% over ‘15 surveyed rates from
1.39 to 1.50 PPB

e 2016 shortfalls in different varieties from 2015



Presenter
Presentation Notes
PPB rates increased Year on Year.

The addition of several regional brewers who use hops at a lower rate than the rest of craft brewers means that this year, the pounds per barrel will appear to drop significantly in the “new” craft group. This belies the fact that everyone, including these newly minted craft brewers, used more hops per barrel than the year before.

We’ll also take a look at shortfalls again, since these continue to persist, especially in licensed varieties.
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Presenter
Presentation Notes
Last year we were guessing that 2015 PPB rate growth would remain slow; it did not, it accelerated to 7.9% growth which was a very good thing heading into 2016 production year.

For 2016 production, based on scan data and continued share growth in IPAs and hop forward styles, I’m going to estimate PPB growth of 5% to be on the safe side. Bart will break this down further in his talk in a few minutes.
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Presenter
Presentation Notes
This chart shows pounds per barrel
Blue Line: old craft brewer cohort
Red Line: new craft brewer group after acquisitions and BA definition change

Old Craft:
In Jan 2016, I estimated  2014 PPB might come in as high as 1.42, but as a result of our July 2016 survey, we actually measured 1.50.
Based on brand shifting within craft as measured by IRI and Nielsen data, we are estimating that 2016 PPB could grow by approximately 5%, to 1.60. Bart will go into this a lot deeper.
We expect that trend to continue in 2017, but are guessing that % growth will be slower.

New Craft: this group includes some new larger players that use hops at lower rates, and also represents the loss of some very high rate hop users out of the craft definition. Net net is the 1.20 PPB rate you see, along with estimates for future years.

Again, I don’t want you to come away from this talk thinking PPB suddenly dropped from 1.50 to 1.24, that’s not the case. The old group continued to rise last year, as did the new group. It’s just that the new group is lower overall in pounds per barrel, but larger in volume.



Contract Or Die
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Presenter
Presentation Notes
Craft brewer contracting rates remain very high. 96% of survey respondents brew with hops grown under contract.

According to the 2016 survey, the largest brewery surveyed WITHOUT a contract was 789 bbls. They used 10 different varieties of hops, and reported no shortfall.

The smallest brewery surveyed WITH a contract was just 210 bbls in size. This particular brewery contracted for 11 varieties (all licensed) and used 140 total pounds of hops.
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Presenter
Presentation Notes
So what does all this mean? My first HGA was in Yakima in 2010, and I was reporting on 2009 craft volume of 8.6 MM barrels. In the seven years since then, craft volume has tripled, and continues to grow strongly. When you combine craft volume growth with hopping rate growth, this means

2014: craft used approximately 25 million pounds of hops
2015: craft brewers consumed over 29 million pounds of hops. At 85% US hop usage, that comes out to 35% of the entire 2014 US crop.
2016: more soon

17 Bend
16 Palm Springs
15 Rancho Bernardo/San Diego
14 pdx
13 chico
12 calif
11 phx
10 yakima


Craft Brewer Hop Usage

Top Ten Varieties

2011 2012 2013 2014 2015
2012 2013 2014 2015 2016
Cascade Cascade Cascade Cascade Cascade
Centennial Centennial Centennial Centennial Centennial
Chinook Chinook Simcoe Chinook Chinook

Willamette CTZ Chinook Simcoe Simcoe
Simcoe Simcoe CTZ Citra Citra
CTZ Amarillo Amarillo  Hall Mitt (Ger)  Amarillo
US Golding Crystal Crystal Amarillo Mosaic
Crystal Willamette Willamette Crystal Crystal
Amarillo Saaz (CZ) Citra Magnum (Ger) Hall Mitt (Ger)
Ahtanum US Golding Saaz (CZ) CTZ CTZ



Presenter
Presentation Notes
There is a LOT happening in this slide, which shows varieties favored by craft brewers. Please note the top row shows beer production year, the second row is the year in which we conducted the survey.
** Cascade, Centennial and Chinook remain the top three most favored varieties by craft brewers. 
** Simcoe and Citra remained at number 4 and 5, at a virtual tie. 
** Amarillo maintained its spot in the middle of the top 10 at number 6\
** Mosaic made the top ten list for the first time in the 2015 production year, coming in at number 7. For the first time ever, 4 of the top 7 varieties favored by craft brewers are licensed.
** Crystals, Hallertau Mitt and CTZ round out the top ten
** It’s very possible that once the patents on Simcoe and Amarillo run out in 2019 and 2020, we’ll see one of those varieties crack the top 3 as production acres grow.


BbA Varieties Drive Volume Growth
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Presenter
Presentation Notes
The 2015 production year (measured in 2016 hop survey) was the first time the total number of varieties used by craft brewers DECREASED compared to the previous year since 2009. Over time the number of varieties used by survey respondents has grown sharply. Two year ago, we appeared to be entering a steep gap up on the curve; last year the trend was up but slower; this year, respondents uses fewer varieties.

This points to stability in the overall U.S. crop, and brewer consolidation around certain key varieties. Related, perhaps some inability to source varieties from outside the U.S. due to recent poor crop years.


BA Shortfall By Brewers
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Presenter
Presentation Notes
We measured shortfall again, and found some fascinating changes compared to last year. 

This first chart shows the % of brewers who experienced a shortfall in a variety in the 2015 production year.

Blue bars are US grown varieties. Dark blue bars are popular licensed varieties which have grown by thousands of acres in recent crop years. Amarillo, and Mosaic shortages persisted, but are likely to drop in future years as this 2016 survey measured 2015 beer production, which used 2014 crop. That said, all of these and Simcoe shortages were reported by a smaller proportion of brewers compared to previous years. Galaxy from Australia in yellow, and two New Zealand varieties, were also in the top 10, with Nelson especially being reported in persistent short supply.
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Shortfall By Gap Size
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Presenter
Presentation Notes
This next chart measures shortfall in terms of the gap in supply of certain varieties, relative to the total amount used. Pale green bars are shown for New Zealand varieties, US varieties are shown in blue, with pale blue for public or legacy varieties and Dark Blue for licensed varieties.  Tahoma, Cashmere, Triple Perle all appear for the first time, showing intense interest in public varieties which are in short supply.

For the NZ varieties, for the second year in a row, only Nelson and Motueka appeared on the other slide as commonly missed hop varieties of the 5 NZ varieties shown here. This appears to indicate that few brewers are actually trying to access these 3 NZ hop varieties (other than Nelson and Motueka), and those that do are experiencing significant gaps in supply; likely these factors go hand in hand, as brewers can’t build beer brands around varieties they can’t purchase with surety.


High & Medium Hopping Rate Users
Defined

High Hopping Rate Users (1.50 pounds per bbl):

e All Brewpubs

e All Microbreweries (craft or otherwise)

e Craft Regional breweries

e Breweries owned by larger companies (Goose
Island, 10 Barrel, Elysian, St Archer, etc)

Medium Hopping Rate Users (0.43 pounds per bbl):

e 10t and Blake

e Shock Top

e Boston Beer, Yuengling, Minhas, other craft

e Regional Breweries such as N Am Breweries, August
Schell, etc



Presenter
Presentation Notes
Over the years, many folks asked “what about all that volume you’re missing outside of craft?” Years ago, our best guess was that this volume totaled around 2 million barrels, and we had no idea how many hops they used. Last year we set out to measure volumes and hop usage across all production volume outside of large adjunct brands. This includes companies like 10th and Blake, Craft Brewers Alliance, Goose Island, Stevens Point and several others, whether or not they are craft brewers as we define them.

There’s a lot going on in this slide. The medium group hopping rate is our best guess given the beer style brewed, some breweries who answer our survey, and volume estimates.


BA High & Medium Rate Hop User
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Presenter
Presentation Notes
The blue bars show demand from so-called High hopping rate users, who come in at 1.50 pounds per barrel, whether or not they are craft brewers as we define them.
The red bars show demand from so-called Medium hopping rate users, who come in at an average of .43 pounds per barrel, whether or not they are craft brewers as we define them.

Total demand for this group was roughly 34.4 MM pounds of hops in 2015. Given that these breweries over time have skewed heavily to US hops (assuming 85%), this comes out to 29 MM pounds of US hops consumed by just about everyone who’s not brewing adjunct lager.

We guess that in 2016, total demand stands at 38.8 MM pounds, while demand for US pounds comes in at 85% of 39 MM pounds or 33 million pounds.

For the past 3 years, US average yields have decreased slowly but steadily, landing at 1710 pounds per acre in 2016. So, to satisfy likely additional demand of 4 million pounds, we needed the production from 2000 additional acres, and we’ll get into this right now.


Objectives

 Hop Stocks Reports Analysis (new for 2017)



Presenter
Presentation Notes
So all that said, I’m going to do something new this year. I’ve heard a lot of folks talking about inventory. How the phone stopped ringing in July for spot hops. How the price on LupEx is slowly wandering downward (which is better than crashing downward). I decided it was finally time to tackle the USDA-NASS hop stocks report, from a brewer perspective. And then, talk about what the numbers might be telling us.




U.S. Hop Stocks Analysis

BREWERS
ASSOCIATION

Hop Stocks — United States

Million pounds

140 -
130 -
120 -
110 -
100 -
%0 -
80

70 -

60

50 -

40 T T T T T T T T T T T T T T T T T T T T
1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

=¢=arch 1 ==September 1

USDA-NASS September 2016 Hop Stocks Report



Presenter
Presentation Notes
Does anyone here other than Alex Barth know how to read this thing?
For purposes of this analysis, I’ve made some assumptions. 


Definitions and Assumptions

Each Crop lasts one year, starting in
September and ending at the end of the
following August

September stocks represent “Carryout” of
previous year crop

Treat inventories on an accrual or running
basis

Controlling stocks for crop size is crucial


Presenter
Presentation Notes
There are lots of ways to roll up this data. I played around with it for hours until a few things really popped.




BRENER Thinking About Stocks

Additions: Growers - Removals: Brewing, Net
September-October Exports - All Year



Presenter
Presentation Notes
One way to think about total stocks is to imagine a bucket. Growers produce hops, which represent additions to stocks. This is represented by the water going into the bucket on the left. Stocks are depleted by brewing, and by net exports, represented by water leaving the bucket on the right.

The biggest brewers are represented by the holes on the bottom. They are most likely to get their hops even when supplies are short. The smallest brewers, and anyone without a contract, is best represented by the very top holes. When supplies are somewhat short, this group is the first to be shorted.






BRENER Thinking About Stocks



Presenter
Presentation Notes
You don’t want your bucket to empty out, nor do you want it to overflow. And, you want to pay attention to the size of the bucket, and to who is carrying the bucket at any given time. So, some of the important deciders in this model can be

The size of the bucket
The level of water in the bucket
Who’s holding the bucket




BA U.S. Hop Stocks Analysis
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USDA-NASS September 2016 Hop Stocks Report


Presenter
Presentation Notes
This chart looks at September inventories over time. This represents the amount of water in the bucket at what should be the lowest level during any given year which is right before the new crop comes in, or, carryout. You can see that during the past 16 years, they have steadily crept upward, as overall crop size and acres have crept up. It’s fair to ask, is the size of this carryout reasonable based on overall crop size?



BA U.S. Hop Stocks Analysis:
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The Size of the Bucket

September Total Stocks as Proportion of Prior
Year Crop Pounds
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Presenter
Presentation Notes
This chart looks at September inventories over time, as a proportion of the previous year’s crop. This gives you some idea of the relative size of the carryout from the previous year. By this measure, it looks like the industry is doing fine, and that inventories were relatively bloated in 2013, but have reverted back to a normal size.

The 20 year average here is 103%. In other words, over time, as an industry, we historically keep about a one year supply of hops lying around. In our model, this means that our bucket has gotten bigger over time, but that bigger bucket is still “half empty or half full”, however you view life. The current bigger bucket appears to be right sized relative to our industry needs.


BA U.S. Hop Stocks Analysis:
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How Full Is the Bucket

September Total Stocks YOY Difference as
Proportion of Prior Year Crop Pounds
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Presenter
Presentation Notes
This chart looks at September inventories and controls it for the prior year inventory over time, as a proportion of the previous year’s crop. In other words, is the change in your carryout reflecting the overall crop size. In years when the line is rising zero, your carryout is growing relative to crop size. In years when it’s falling, your carryout is shrinking relative to crop size. In years when the number is well below zero, the next year might be characterized by market tightness. Look at the 2006 number and consider what happened in 2007.

I had never heard a convincing argument for what actually happened in 2007 until I saw this chart. A short carryout, record net exports, and a fire, all contributed to profound shortage.

The 20 year average is 1%, meaning we do a pretty good job of taking into consideration our existing stocks, predicting demand, adding or reducing acres, and then landing at a spot that works the next September. From the 6 year period 2009 thru 2015, the change in carryout size slowly decreased from a surplus of 22% (remember 2009 was record production) to a deficit of 10%. It didn’t get down to 2006 levels, and frankly that’s a good thing – recall the terrible shortages that resulted in 2007 from the low 2006 carryout and the largest net exports in U.S. history during 2007.

And in this light, new 2015 acres don’t look so bad in terms of refilling the bucket. The 2015 crop year ended with September 2016 stocks report, which we see here. As of early  September 2016, our carryout was just about right by historic standards. So in our model, as of last September, our bucket was about the right size, and it contained just about the right amount of water. So far so good. 
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Presenter
Presentation Notes
Now let’s look at who holds the inventory over time.

This chart shows the difference between Grower and Dealer Stocks, and Brewer Stocks over time. You can see that in the pre-2013 era, brewers held most of the inventory. Since 2013, Dealers and Growers have held the inventory, and, that trend has gotten stronger.

Then again, the whole crop has gotten bigger. What happens when we control for crop size?



U.S. Hop Stocks Analysis:
Who's Doing The Lifting
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USDA-NASS September 2016 Hop Stocks Report
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Here we take the difference in inventories, and show it relative to the prior year crop size. Even controlling for crop size, dealers and growers are holding historically high levels of inventory relative to brewers, and that trend has grown significantly, even as our carryout relative to crop size has remained in a healthy area.

This is a problem when you think about where the inventory should be in early September. For decades, the bulk of the inventory was at brewers, meaning it was sold. For the past three years, the balance of year end inventory has rested at dealers. Maybe it’s sold, maybe it’s not. In any case dealers are bearing tremendous inventory risk AND cash risk.

In our model, this means dealers are holding the bucket in September, and are relatively long on inventory in an era of slowing craft volume growth and flat overall U.S. industry volume growth. These positions represent record levels of cash tied up in inventory.

The past 10 years have been characterized by huge changes in purchasing discipline by brewers. In one respect, brewers could have reacted to the 2007 shortage by keeping inventories on hand by September. On the other hand, brewers have by and large pushed inventory onto dealers to control their own inventory costs. SO in addition to increasing the inventory risk to dealers, it has also increased the supply surety risk to brewers. This is where financial theory and the realities of buying an agricultural ingredient are at significant odds with each other.




Objectives

* Review 2016 pound and acre forecasts &
project 2017 pound and acre needs relative
to inventory and net exports
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So, dealers are carrying the lion’s share of inventory cost and cash risk. What might that mean as we head into 2017? Let’s look back at 2016, figure out our acreage position, and go from there.



High & Medium Rate Hop User
Consumption 2015 - 2016

2015:
85% of 34.4 MM pounds = 29.4 MM pounds

2016:
85% of 39 MM pounds = 33 MM pounds US
hops

3.6 MM pounds

1879 pounds per acre (3 yr avg)

—>2000 acres of the 2015 crop are already
spoken for in the US; what about overseas?
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This is an exact slide I showed last year in Palm Dessert. We guessed that total demand would be around 39 MM pounds and 33 MM U.S. pounds. The drivers were wrong, since I assumed 15% high end growth and no change in pounds per barrel. Instead we got 8% volume growth, and 8% PPB usage rate growth, which got us right to 33 MM pounds of U.S. hops anyway.


2016 Acreage Needs

+2000 Craft and Medium User Growth in
2015

+1170 Net Export Growth of ~2 MM pounds
at 1713 pounds per acre

0 Assume No Change in Adjunct Lager
Volume and Hop Consumption

3170 Total New Acres Needed In 2016 **
7224 Total Actual New Acres In 2016
4054 Surplus 2016 Acres

** 2016 Additional Acres If Craft Growth were 12%:
960 more acres, leaving 3,100 Surplus
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So let’s do a balance sheet that looks back on the 2016 growing season. Craft and medium users needed 2000 net new acres. Net exports grew by around 2 MM pounds, which consumed 1170 more acres. That means we needed around 3170 new acres in 2016. But we got 7224, leaving us with 4054 surplus acres. If craft had hit the 10 year average of 12% growth, it would have used another 1000 acres or so. Give or take, slower craft growth caused about a quarter of the acreage surplus. The other 75% of the surplus acres are due to some economic force or decisions that I don’t understand.


All High & Medium Rate Hop Users
Consumption 2016 - 2017

2016:

85% of 39 MM pounds = 33 MM pounds US
hops

2017 (assume 5% vol growth, 1.6 PPB craft):
85% of 43.4 MM pounds = 37 MM pounds US
hops

4 MM additional pounds
1700 pounds per acre (assume yield drop)
—2350 new acres of demand
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Now lets do the same thing heading into 2017. If we assume very modest craft growth of 5% in 2017, and 1.6 pounds per barrel at the end of 2016, craft will need 4 MM more pounds. Assuming yields drop again to 1700 pounds per acre (not likely given some alphas going in, but let’s shoot low on yield and high on acres), that means craft will need 2350 new acres.


2017 Acreage Needs

+2350 Craft and Medium User Growth in 2016
(assume all aroma, 7% craft volume growth)

+1460 Net Export Growth of +2.5 MM pounds at
1713 pounds per acre (assume mix of
aroma and alpha exports, no yield change)

-4054 Surplus Acres Carried Into 2017 (assume all
aroma)
-244 Total Net New Acres Needed

~5000 ?? Potential Planned New Acres (assumes
1500 ID, 1500 OR, 2000 WA)

-5244 Surplus 2017 Acres (alpha AND aroma)
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So assume craft needs grow by 2350 acres, and net exports grow by another 2.5 MM pounds ( a very big if), to about 1460 acres. We’re already carrying in 4054 surplus acres from 2016. That leaves us needing a net of -244 acres. My inner voice is telling me that zero net new acres makes the most sense this year. It’s easy to say that only those growers putting in the new acres are at risk, but that’s not true.

Our mismatch here is likely on a variety by variety basis, especially since growers have a good alpha price right now. This puts me in the unique position of advocating for some alphas to go in, and some aromas to come out. 8 years ago I never would have guessed those words would ever cross my lips.

** These adjustments as a practical matter are impossible, since they would take collective action and unprecedented coordination between growers and dealers, and, since growers and dealers already have sunk in costs. But my inner voice is telling me to paint this picture for you anyway.

Adding 5000 new acres will leave us with over 5000 surplus acres as we head into 2018, or around 9 MM pounds of surplus hops. There’s just no way to export our way out of that kind of surplus, or to consume that surplus when craft volume growth is slowing.


Takeaways For 2017

e 2016 Craft volume rose ~7-8% to ~26 MM bbls

 Craft hopping rates rates grew 7.9% to 1.50 ppb in 2015
and possibly grew 6.7% to 1.60 in 2016 (scan data)

e U.S. craft brewers continue to use 85% U.S. grown hops

e Craft brewers likely consumed ~33 MM pounds of U.S.
hops in 2016

 All High and Medium hopping rate brewers likely
consumed ~39 MM pounds of hops in 2016, and will
consume ~43 MM pounds in 2017 (37 MM U.S.)

e Barring a yield catastrophe or significant external
market changing event, current U.S. acreage is likely
sufficient to meet demand for 2017 crop; additional net
acres are likely to create a supply surplus
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