WELLS
FARGO

Agri-Food Institute
Quarterly Update

December 2025

.

Quick links

Insights
Industry article
Dr. Michael Swanson's blog

News and highlights
Economic developments
Industry news

Food highlights
Beverage highlights

10
11

Sector reports
Crop inputs
Sugar

Grain and oilseeds
Dairy

Fresh produce
Tree nuts

12
13
14
16
17
18

Commercial
Banking

Citrus 19
Forest products 20
Protein 22
Seafood 24
Specialty crops - Coffee

and Cocoa



DECEMBER 2025 | ARTICLE

Proteinification & dairy’s revival:
New trends are reshaping the dairy aisle

By Robin Wenzel, Head of Wells Fargo Agri-Food Institute
and Tim Luginsland, Sector Manager, Wells Fargo Agri-Food Institute

December 15, 2025

S-S0

=
- "I%

g
.

o

)

T
A

The food industry is undergoing a seismic shift, driven by
two converging trends: the rise of proteinification—the
enrichment of everyday foods with added protein—

and the widespread adoption of GLP-1 medications

like Ozempic and Wegovy for weight management.
Together, these forces are reshaping consumer behavior,
fueling innovation, and sparking renewed demand for
dairy products.

Holy cow — dairy demand surges

It’s a crisp fall afternoon in Edina, Minnesota. Near the
high school football stadium, the cross-country team
wraps up practice with an honored tradition: gallons of
whole chocolate milk. This ritual stands in contrast to a
14-year decline in fluid milk consumption—but it’s also a
sign of change. In 2024, fluid milk sales increased for the
first time since 2009, driven by a growing appreciation
for dairy’s nutrient-dense profile and protein content.t
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Fluid beverage milk sales
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Protein has recently evolved from a niche nutrient for
athletes to a mainstream dietary priority. Consumers

are increasingly perceiving dairy as a satisfying snack, a
compliment to weight control, and as maintenance of
overall health. This shift is reflected in grocery aisles,
where protein-enriched snacks, beverages, and meals are
becoming the norm.

Why the surge?

» Health & wellness focus: Protein is seen as essential
for muscle maintenance, metabolism, and energy.

» Convenience: Ready-to-eat, high-protein options fit
busy lifestyles.

e Marketing & media: Clear labeling and influencer-
driven campaigns have made protein a “must-have”
attribute.

According to the International Food information Council
(IFIC), 71% of Americans actively seek more protein in
their diets.? Protein will remain a strategic focal point for
food and beverage manufacturers, driving innovation
and product development as consumers demand for
high-protein increases.

GLP-1 medications: A catalyst for change

GLP-1 drugs are transforming how people eat. Originally
developed for diabetes, these medications are now
widely used for weight loss, prompting a shift toward
nutrient-dense, portion-controlled foods.

Key points:

+ GLP-1 users consume 20-30% fewer calories daily.?
« They prioritize high-protein, high-fiber meals.

e GLP-1 users cut grocery spending by 6% within
6 months, especially on ultra-processed snacks
and desserts.*

This shift is accelerating demand for functional foods—
and dairy is stepping up.

Udderly innovative: Dairy’s response

Food manufacturers are responding with value-added
dairy products that meet the needs of health-conscious
and GLP-1-driven consumers. Brands like Fairlife (Coca-
Cola) are leading the way with high-protein, low-sugar,
lactose-free milk. Ultra-High Temperature (UHT) milk

is also gaining popularity for its extended shelf life and
portability—ideal for on-the-go protein.®

Dairy’s renaissance isn’'t limited to milk. Cheese, yogurt,
and cottage cheese are all gaining traction:

e Cheese consumption hit a record 40 Ibs per person in
2023, with room to grow when compared to France
60.4 Ibs per person.®’ Sack lunches would not be
complete without sticks of Sargento cheese while
bypassing the juice box for a bottle of Muscle Milk.

« Yogurtis aleader in protein fortification, with brands
like Chobani and Dannon offering high-protein
formats like shakes and pouches. This includes
flavored Greek yogurt as well as fruit infused varieties.
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» Cottage cheese is the breakout star of 2025, with
sales up 20% year-over-year and flavor innovation on
the horizon.® Cottage cheese is a significant bargain
value when compared to meat-based alternatives.

U.S. dairy product production generates $124 billion in
revenue, with a compound annual growth rate (CAGR)
of 1.2% expected through 2030. While this growth may
appear modest, it marks a positive shift for the industry,
which experienced an average annual decline of 3.2%
from 2020 to 2025.°

Running on empty: Processing bottlenecks

Despite surging demand, the dairy industry faces a
critical challenge: processing capacity. High-protein

formulations require specialized equipment, and current
infrastructure is strained. Fortunately, investment is
underway. U.S. dairy processors are committing $11
billion across 19 states to expand capacity and support a
projected 15-billion-pound increase in milk production by
2030.1° Major projects include:

« Chobani’s $1.2B plant in New York*!
 Fairlife’s $650M facility, also in New York?!?
« Walmart’s $350M dairy plant in Texas*?

Cheese leads investment at $3.2B, followed by milk/
cream $2.97B and yogurt $2.81B.*

As proteinification and GLP-1 medications reshape the food landscape, dairy is emerging as a strategic choice for

consumers seeking functional, satisfying nutrition. With innovation accelerating and infrastructure expanding, dairy is
poised to remain a cornerstone of the modern diet—one glass, pouch, or slice at a time.
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Profitability by segments
continue to offer opportunities
for investment growth in 2026

By Dr. Michael Swanson | December 15, 2025

Stay informed with the latest from our Agri-Food Institute

The U.S. food and beverage industries along with confirms that the average is only part of the story. The
restaurants and supermarkets have returned (for the drought of 2011 and the cattle cycle of 2013-2015 lifted
most part) to their pre-COVID profitability. What does food and beverage inflation above that average. The
that mean for the producers and consumers going into monster crop of 2016 crushed corn and soybean prices
20267 For the ten years prior to the COVID food inflation dropping meat and dairy prices for the following four
event, food and beverage CPl increased at an average years also contributed to the story.

of 1.7% annually.® A careful look at the chart below

Food and beverage CPI YOY percent change

12

10

— — —_

> Q

©O N D9 O NV
AP

AT AT AT AR AR AT A
Source: Bureau of Labor Statistics CPI through September 2025

The inflation super cycle that followed was kicked off by the COVID shutdown = ’
of the supply chains and turbocharged by the Russian/Ukraine conflict which 'f””....:.‘: .
raised concerns about global supplies. As fiscal and monetary stimulus :.'.'. £ J
worked its way through the system resetting wage and input prices, the ’ ."'" """”
food and beverage sector saw inflationary pressure raise prices at rates not
seen since the 1970s and early 1980s. That cycle has now ended, as another
massive crop in 2025 has driven down corn and soybean prices, resulting in
record high protein-to-feed ratios that are fueling aggressive production
growth. Once again, the cattle cycle is the one protein that doesn’t benefit
immediately from the cheaper feed prices with its long production lags. Beef
and egg prices are the two heavyweight proteins holding up the overall food
and beverage CPI, but both of them can expand supply given the excellent
profitability they are experiencing.
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Profits as percentage of sales
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Food and beverage inflation translates directly into top
line revenue growth for the consumer facing segments
of supermarkets and restaurants. The profitability
measured as a percentage of revenue has cycled with
the overall food and beverage CPI changes.*® Food
manufacturers saw profitability start to compress in
2016 with the last monster crop which reduced their cost
of production leading to competition for market share
with the lower input prices. The COVID and Russian/
Ukraine conflict brought that cycle to a screeching

halt, and it allowed profitability to jump to new record
levels for the last 15 years. The peak of the profitability
cycle coincides with the CPI cycle. The sector was under
intense cost pressure, but the price cycle allowed it to
generate outstanding profitability.
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e F00d and Beverage Stores

e Restaurants

The restaurant sector had its own unique response. The
2020 shutdown forced many restaurants to permanently
close. The ProSight Financial Association database saw a
drop in submitted returns of approximately 50 percent
from the pre-COVID era.'® Additionally, the profitability
of the remaining submissions hit a decade low. However,
after the storm, the industry saw a once-in-a-lifetime
opportunity for profitability. Reduced competition

and accounting for the fiscal stimulus of programs like
the Restaurant Revitalization Fund, and the Paycheck
Protection Program created a never to be equaled
profitability. This type of profitability has brought

back the competition with the number of submissions
increasing approximately 40 percent from the bottom.®
The last two years have seen profitability move back to
the same range as the pre-COVID era.
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Advance retail sales in billions seasonally adjusted
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= Advance Retail Sales: Food Services and Drinking Places, Billions of Dollars, Monthly, Seasonally Adjusted

Source: FRED database September 2025

The supermarket segment has managed to retain
stronger profitability compared to the pre-COVID

era. It didn’t see a large number of closures during the
COVID event compared to the restaurant segment.
People were forced to shop more for at home food
consumption which was very beneficial for sales volumes.

The supermarket segment has not grown as quickly as
the restaurant segment as measured by Advanced Retail
Sales data following the reopening of the economy.t’
However, it has maintained above average profitability as
a segment thanks to its cost efficiencies. It is a notably
high fixed-cost segment with the same fixed-cost

needed to run stores with very little impact from volume.
The additional sales volumes have translated into better
than average profitability. The industry would argue that
the lower food and beverage CPI inflation from 2010

to 2019 hit them harder than the restaurant segment

in terms of profitability. That is certainly an argument
they can make, but above average profitability attracts
investments. As food and beverage inflation continues
to ease with the expansion of the meat and dairy supply,
it will be a real challenge for the supermarket segment to
maintain its current profitability.
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NAICS 311 food manufacturing 3 digit

25
20

10

4/1/10
3/31/11

4/1/12
3/31/13

4/1/14
3/31/15

=== % Profit before Taxes / Total Assets - upper
=% Profit before Taxes / Total Assets - lower

Source: ProSight Financial Association

Food manufacturers are the next link in the chain
working back towards the farming and livestock sectors.
The chart on profitability already indicates that they
have switched back to a very competitive environment.
Profitability and returns on assets sit almost exactly on
the trendline for the last 15 years. This could be taken
as bad news or good news depending on which year the
industry is benchmarking its data. The deeper reality
follows from the very wide range of performance within
the segment. Lower performing companies are under
pressure to improve or sell themselves. As different
parts of the supermarket benefit differently from the
ongoing GLP-1 and consumer interests, the industry will
have to make significant capital allocation decisions. The
segments benefit will blossom with new products and
profitability. The ones that get ignored will consolidate
and try to appeal to the protein craze while reducing
carbohydrates.
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Ultimately, the consumer will benefit from the large
corn and soybean crop expanding protein supply and
slowing or reversing prices in 2026. According to the
BLS16, protein, eggs and dairy account for 17 = 19% of
consumer spending at the supermarket level.'® As noted
in our last blog which highlighted the largest crop ever,
every protein, egg and dairy producer will benefit from
a lower cost of feed. The strongest producers will grow
their production accordingly, pressuring future prices
with more supply. That combined with export volatility
will cap US consumer price pressure. Following the last
super crop of 2016, the market saw protein expansion
lead overall food CPI toward very low inflation growth
rates. It is a good bet that cycle will repeat itself in 2026
and beyond.
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»  Wells Fargo Economist modestly upgraded their U.S.
economic growth outlook, now projecting real GDP to

rise 2.0% in 2025 and 2.3% in both 2026 and 2027. This Fe d e ra I
reflects stronger-than-expected consumer spending,

with Q3-2025 personal consumption growing at a 3.0% R e S e rve rate
annualized rate. Labor market signals remain mixed, o )
with federal data delayed and alternative sources like cut ant|<:|pated in December

ADP’s labor report suggesting continued softness.

« Inflation remains above the Fed’s 2% target, driven by
rising goods prices and lingering effects from trade
policy changes. Core PCE inflation is expected to St ro n g e r /\
hold near 3.0% through Q4 before gradually easing
in 2026-2027. A Federal Reserve 25-bps rate cut is

anticipated in December followed by two more in early CO n S U m e r

2026, bringing the federal funds rate to a 3.00%-3.25%

range by mid-2026.%° S p e n d | n g

Personal Consumption Expenditure,Quarterly, Per Capita, Seasonally Adjusted
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What's happening in food & agribusiness

« Asof September, USDA ERS forecasts 2025 net farm
income to reach $179.8 billion, up 40.7% from $127.8
billion in 2024. This growth is largely attributed to
higher cash receipts for meat, poultry, egg, and dairy
products (up 11.2%) offset by lower crop receipts
(down 2.5%).2° According to USDA-NASS, 2025 corn
yields are forecasted at 186.7 bushels per acre, up
from 179.3 bushels in 2024, marking a new record
however, projected average price/bushel is down
16.8% to $3.63/bu resulting in a $3.94 Bn decline in
cash receipts.?!

U.S. net farm income
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Source: USDA-ERS

« Asof November 1, 2025, SNAP (Supplemental
Nutrition Assistance Program) benefits have not
been fully issued due to limited federal funding. USDA
Economic Research Services shows that SNAP benefits
have a positive effect on the economy GDP supporting
food production, processing, and retail jobs.??
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Food highlights

« Technology and Al are helping drive the food industry » Alis becoming a powerful shopping assistant in food
toward a healthier direction. Mobile scanning apps like retail, helping consumers make smarter choices by
Yuka allow users to scan barcodes on food products offering personalized recommendations, comparing
to instantly view a health “report card” based on prices, and streamlining purchases. Retailers are
nutritional value, additives, and organic certification. integrating Al into apps and websites to enhance
The apps not only rates products but also suggests convenience, reduce decision fatigue, and boost
healthier alternatives, influencing both consumer customer loyalty.??

behavior and manufacturer reformulations.??

What are the fastest growing healthy snack options?

Snack Category Why It’s Healthier

Protein Pretzels & Crackers High protein for satiety and maintenance; lower refined carbs.

Chickpea & Lentil Chips Plant-based, high fiber and protein; better glycemic control than potato chips.
Protein Popcorn Whole grain base + added protein for fullness; lower fat than traditional snacks.
Probiotic Granola Bars Supports gut health with probiotics and fiber; often lower sugar.

Superfood Energy Bites Packed with antioxidants, vitamins, and minerals from nutrient-dense ingredients.

Source: Wells Fargo, Co-pilot data

Beverage highlights

» In 2024, non-alcoholic beverage sales rose by nearly
$1 billion, reflecting a strong consumer shift toward . . .

. 24 o Non-alcoholic beer Nielsen retail trends

moderation and wellness.?* Ready-to-drink formats

especially in spirits and wine-based products continue

to lead growth, while flavored malt beverages and = Volume Price

. 30%
hard seltzers attract younger consumers with low- 25;
calorie, gluten-free options. Low-alcohol beers like - 20;
~ 0
session IPAs and light lagers are gaining traction > 15%
[=)) ()
- i i 25 R
among health-conscious drinkers. L\: 10%
e The beer wholesaling industry is undergoing a major +"é’ 5% I I I I
0,
transformation due to the rise of online sales and S 0%
. . . -5%
alcohol delivery services, allowing wholesalers to 10%
reach beyond traditional geographic boundaries.?® U
Premiumization is also driving growth in wine and ,I/O§' q,or'b 'b& 'bor’b b@/ vd’b %O"\/ %C,"b
% % v v v Vv v Vv
spirits, with h|gher—pr|ceq brands bOOStlng wholesaler Source: Nielsen Discover using the Beer Retail Measurement program,
revenue. Seasonal peaks in Q3 and Q4, driven by for Non-Alcoholic Beers, 15-quarters, ending 9/27/2025

holiday demand, often lead to increased part-time
hiring to manage volume.?®
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| Crop inputs

e The USDA has launched an investigation with the DOJ « The U.S. Geological Survey (USGS) has released its

to examine the competitive landscape in agricultural 2025 draft update to the List of Critical Minerals,
markets, which may be contributing to high prices for adding 10 new materials — including phosphate
crop inputs. Two seed companies account for 72% of and potash, two core fertilizer ingredients —in a
planted corn acres and 66% of planted soybean acres. move that expands the government’s definition of
For crops planted predominately with GM seed, such “criticality” to the agricultural sector. The addition
as corn, soybeans, and cotton, seed prices rose by of phosphate and potash to the list underscores
an average of 463% between 1990-2020, compared the reality that food security and mineral security
to commodity prices increasing 56% over the same are intertwined.

period. Roughly 70% of the cost of a bag of seed goes
to royalties now, compared to 42% just five years ago.
The fertilizer industry is equally consolidated with
four firms controlling 77% of nitrogen production and
100% of potash and phosphate markets.?’

e The anomaly of high fertilizer was matched by
commodity price run ups from 2020 to 2023. That

has dissipated into the current circumstances e The designation as “critical” carries practical

where there has been a sequence of numerous consequences. It allows for faster federal permitting,
compounding geopolitical events since May of 2023. expanded research funding, and potential tax

These events include Chinese limits on exports of incentives for domestic exploration and processing.
urea and phosphates, issues in the Strait of Hormuz, It also elevates fertilizer minerals within the broader
gas supplies out of northern Africa, and companies national-security framework — positioning them
limiting exports and curtailing production. The alongside defense-linked metals and clean-energy
current affordability indexes for fertilizer should result materials.?®

in demand destruction, but at this point there is no
evidence of farmers cutting back on inputs.?®

The profit pinch: Higher input costs vs. declining corn prices
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