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WEEK ENDING AUGUST 27, 2021

THE PORK WRAP

The hog and pork complex was on the defensive this week, with the
cutout losing $6.25 on a weekly average basis and the negotiated hog
markets dropping by more than $4. With the pork coming down faster
than the hogs, packer margins compressed. By my calculation packer
margins declined $9 this week to average $12.50. One thing we've
learned this summer is that packers don't tolerate sub-$20 margins for
long and I'm sure they are already contemplating corrective action.
Fortunately (for them), with holiday weeks just ahead they have the
perfect excuse to curtail production if they need to in order to improve
margins and with hog numbers increasing, such a strategy would likely
prove effective.

Bellies were the primary drag on the cutout this week as the chart
below indicates. Hams, which had been the weak sister up to this
point, were down only modestly this week. Hams look like a value at
this level and I'd expect them to see some buying interest soon. | don’t
think that will be enough to rescue the cutout however. As long as
bellies stay weak, that will be enough to keep the pressure on the
cutout. Both the 42s and 72s are falling like a rock now and we've
seen the same thing in beef 50s. Apparently fat is falling out of favor
all of a sudden. That's not a good omen for the bellies. | don’t really
look for the retail cuts to crumble, but as pork production increases
heading into September they will come under supply pressure even if
demand at retail remains strong.

The real supply pressure will materialize after Labor Day, since the
holiday will shorten the kill for the next two weeks. That might slow, or
even reverse, the decline in the cutout briefly, but buyers who can wait
until kills pick up after Labor Day will likely be rewarded for doing so.
As trim prices fall, so will the grinding value of hams, which might
undermine one of the main pillars of support for the cutout. Picnics,
which are often used in grinding/sausage applications are starting to
come under pressure recently too. The combined margin continued
lower this week and the big question in my mind is whether or not it will
bottom at the same level it bottomed following the early summer
pullback. I'm betting that it won’t. Packer margins could certainly get
better, but the outlook for producer margins is not great. They are still
profitable for sure, but their margins are only about half as large as
they were at their peak earlier in the summer when cash hog prices
were near $130. Those same cash hogs are now under $100 and
falling daily. The corn market seems to have found a home around
$5.50/bushel, which is about $2/bushel higher than it was last year at
this time. As a result, producer breakevens are in the low $90 area
and it won’t be long before the negotiated hog markets test that level.
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I’'m looking for this week’s kill to be approximately 2.44 million
head, about the same as last week. If we don’t get a 2.5 million
head kill before the holiday, it will almost certainly come quickly
after the holiday. It is clear the USDA badly over-estimated the pig
crop that we killed this summer and so they may have also over-
estimated the pig crop that the industry will kill from Sep through
Nov. The futures curve has moved lower so far this week and one
of the reasons is probably disappointing export numbers. China
has really scaled back on its purchases of US pork this summer
and traders fear that trend will continue into fall.

| think there is a reasonable chance that sales to China will pick
back up once US price levels decline this fall and Chinese buyers
start to think about filling their needs for the Chinese New Year. If
they don't, it could be a tough winter for hog producers as that extra
production would need to clear the domestic market at lower prices.
Traders in the Oct contract are pricing it about $15 below the Lean
Hog Index, when last week they thought $20 below was more
appropriate. The index is coming down in big chunks now, but
should level off at about $103, if there are no further declines in the
cutout or cash hog markets. Both seem pretty likely though and
traders sense that. The best hope for bulls in the market right now
is that reduced production over the next couple of weeks is enough
turn the cutout higher and thus stop the slide in the LHI. Packers
are scheduled to kill over 100k head on Saturday this week to help
make up for very light production due to plant maintenance on
Monday. Next week, watch the bellies for signs of further
weakening and watch the rate of decline in the trim markets
because those can sometimes be leading indicators for the other
parts of the carcass.
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. Weekly Avg Primal Impact on Pork Cutout from W/E Aug 20, 2021 to W/E Aug 26, 2021
WTD Change in LH Futures Cutout Chg = -6.65
0.000 100
0200 = 00 oz Bas
-0.400 ; iy | o7 | [oss |
-0.600 100
-0.800
-1.000 200
-1.200 ‘é
-1.400 S 5w
-1.600
-1.800 -4.00
— - (] (] ~ ~ (] ~ ~
o o~ (o] o o~ o~ o ~ o 5.00
> 1 Q o x S = o > >
w w T = W w L =
L é:) T ® é:) I I P L -6.00
@ @J @) @ @ @ Loin Butt Picnic Rib Ham Belly
Pork S ly Chain Margii
120 ericsuppl Ehain Margins WCB Cash Price
= Packer Margin W Producer Margin  ——Total Margin
100 125.00
80
0 105.00
40
3, E 85.00
> \HHHH \H ”HNH\‘ ) \\” f \ ‘ \HH %
0 R (i il ‘ N 65.00
| ‘ ‘ ‘H \
-20 'I "‘
45.00
-40
-60 25.00
5588 5555535553388 858388¢8338°3¢
s 599 2353 & 3 4
SRS RIEEIAZE04a"RIIIA43383323
—e—2021 —+—2020 -=-2019 --e--Forecast

While the information contained in this report has been obtained from sources believed to be reliable, J.S. Ferraro disclaims all warranties as to the accuracy, completeness or adequacy of such information.
The information is not a recommendation to trade nor investment research. User assumes sole responsibility for the use it makes of this information to achieve his/her intended results.
No part of this material may be copied, photocopied or duplicated in any form by any means or redistributed without the prior written consent of J.S. Ferraro.

© Copyright J.S. Ferraro. All Rights Reserved, 2021



THE PORK WRAP | WEEK ENDING AUGUST 27, 2021

4 Tri
72% Trim X
170.00 Belly Primal
150.00 230.00
130.00
180.00
+110.00
g
R9000 H
- S 13000 o
= o
70.00
50.00 80.00
30.00
8 5 5 552 2E £ £35S ®wweeoes g3z zgLyLscs e
t22 33332334333 233339333:¢%3 O S8 85 I ESSIISTFIREEB5 Y
SR R R R A R R R N $3ii3333333°8-°833¥¢283r:5343
seseslastYr —a—History ¢ Weekly Forecast Monthly Forecast =35 Yr Avg - LI ~ = oA R AN o
—e—2021 -—+—2020 #2019 --e--Forecast

DR. ROB MURPHY Bs, MS, PhD Agri Economics,
Executive Vice President, Research & Analysis,
J.S. Ferraro

E: Rob.Murphy@jsferraro.com

Dr. Rob Murphy is an agricultural economist and business leader with over 29
years in the industry. He has a wealth of experience in the North American meat
and livestock industries studying, analyzing and predicting market movements.
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