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THE PORK WRAP

The pork market continued on its downward trajectory this week as
the cutout dropped $1.85/cwt. to average $77.66 for the week. The
cutout has now lost $10 in very methodical fashion over the past four
weeks. Packers have responded by pressing down on the negotiated
hog market and we saw the WCB price lose $3.57/cwt. this week.
With both the cutout and the cash hog markets moving lower, the LHI
came under pressure again, dropping $2.02 to average $73.70. It
looks like the LHI still has a couple more prints before all of this
week’s decline is fully reflected in the Index, so we should see the
LHI print close to $72.50 by early next week. The April contract has
only 6 trading sessions until it expires on Monday, April 17 and, after
a brief trip to the $72 area, it rallied near the end of the week and is
now hovering around $74. Those traders that are buying the futures
at $74 are betting on something to change in order to break the
downtrend that the market has been in for the better part of two
months. Perhaps the bulls think that this week’s holiday shortened
kill will boost the cutout next week. That is certainly possible, but it
may be a long shot bet because packers look like they are gearing up
for a big kill next week to fill in the gaps. This week’s total slaughter
registered 2.37 million head, down 4.7% from the week before, as
most packers were planning to be dark on the Saturday ahead of
Easter and some shifts were cut on Good Friday. However, the MPR
data suggests next Saturday’s kill could be close to 140k, and that
has the potential to push weekly slaughter to about 2.54 million head.
That big production will be happening right as the Apr contract is set
to expire. The market struggled to digest last week’s 2.49 million
head kill and prices for all of the primals except the picnics were
lower on a weekly average basis. Bellies and hams were both softer
again and there doesn’t seem to be any evidence that those are
going to turn higher in the short run. The combined margin moved
lower again this week, setting another all-time low. Domestic
demand continues to look awful. The Q1 demand index for the cutout
is down almost 11% from Q1 last year.

The attached chart shows the YOY change in the Q1 demand indexes
for each primal. We got the February trade data from ERS this week
and it showed pork exports up 3.7% from February, 2022, but last year’s
number was particularly weak. The more-timely weekly export data has
been tracking pretty closely to last year, so | don’t expect that the data
for March and April will show big YOY gains, when it becomes available.
All that said, the market should be getting pretty close to a turning point.
After next week’s catch-up kill, we should start to see weekly slaughter
tracking seasonally lower. If we don't, | will be really concerned.
Demand too, seems like it should be poised for a rebound. Beef
packers are going to have to raise prices yet again after paying up
sharply for cash cattle this week and that is going to make pork look very
attractive for retail features this grilling season. Let’s just hope that
consumers will buy pork. We know they will purchase beef, even at very
high price levels. Maybe retailers will be concerned that pork features
just won’t resonate with consumers and thus they continue to stick with
beef until consumers revolt at high beef prices. The attached chart
shows just how high the beef cutout is relative to the pork cutout right
now. There have been a few times in the past when that spread got as
wide as it is today, but they didn’t last long. Packer margins were almost
unchanged this week at $3.81/head but hog production margins slipped
even deeper in the red, now close to -$60/head. Q1 producer margins
this year will be the worst in my dataset going back to 2007. ltis
reasonable to expect they will scale back production in the second half
of this year. The front five futures contracts all look pretty close to my
estimate of fair value, but from October onward they look $6-8 too
cheap. Perhaps traders are not counting on producers to scale back
production as much as | am. Given how high feed costs are, if all of the
prices reflected by the hog futures market come true, it is going to be a
dismal year indeed for producers. Next week, watch to see if this
week’s restricted production can lift the cutout a few dollars. If it doesn't,
that's a pretty bearish sign and there will likely be more selling by futures
traders. Either way, expect cash hog prices to continue to ease lower.

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, 2022.


https://jsferraro.com/

THE PORK WRAP | WEEK ENDING APRIL 7, 2023

WTD Change in LH Futures WTD Change in Pork Cutout Futures
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20232 Mar/May Hog Slaughter Compared to the Sep/Nov Pig Crop

Q1 Demand Indexes, 2023 vs. 2022

e 150 135
‘:: 1:: H 125 5.4%
P o EAmm = — - — — 115
s — — — — 1% +1.3% 11% Fi g
£ EE§ 38 EEEEEOEG 105
= = = 3 3 5 = = = 0.95 -23.2%
2023Q2 Mar/May Cumulative Hog Sitr Over/Under Sep/Nov Pig Crop Projection -10.6%
= 0.85
P ow 0.75 29%
P - 065 I
3 50
H
o 0.55
g & & & & g & & £ 8§ & & 2 Loin Butt Picnic Rib Ham Belly 425 72s
= 5 2 & & % § 3§ § 5 g § i
[02022Q1 =2023Q1
Lean Hog Index
Blended Beef Cutout Minus Pork Cutout g
250 —2023 —2022 —Seasonal 120.00
230 110.00
210
190 100.00
% 170 H
= 150 £ 9000
130
110 ’\—/_\_/\/\/—'\./ 80.00
90
70 2023Avg.=193.02 2022 Avg.= 154.41 70.00
T T Y T YT 60.00 — —
TSNS SSESSCSTETISSSSSISES EEE3EEEREEEEE32 2283825883388
23 b=} 8 qﬁﬂﬁﬁﬁg\:ﬁa‘iuz fdeganddageg
—t==2022 #2021 -—e—2023 --e--Forecast
Pork Cutout
125.00
115.00
DR. ROB MURPHY Bs, MS, PhD Agri Economics,
g 10500 Executive Vice President, Research & Analysis,
<
#9500 J.S. Ferraro
85.60 E: Rob.Murphy@jsferraro.com
75.00 . . . . .
§52 % 55 fraegs 53 ggg Frssz3zes §8 Dr. Rob Murphy is an agricultural economist and business leader with over 29
MANESSAHRORSI IV AR ISR AN h ST . . . . .
years in the industry. He has a wealth of experience in the North American meat
""" LastYr —a—History ¢ WeellyForecast ——Monthly Forecast. ——5¥ravg and livestock industries studying, analyzing and predicting market movements.

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, 2022



https://jsferraro.com/market-intelligence-resources/
mailto:Rob.Murphy@jsferraro.com
https://www.linkedin.com/in/robmurphycommoditymarkets
https://twitter.com/jsferraro



