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Judging from the 15-year history, the combined Choice/Select cutout value is due to
make its next high in the 2" week prior to Memorial Day.... in the sense that on average,
the highest value of the year is registered at that time. It's funny that we’re talking about the
“next high” when the market has been on the decline for five consecutive weeks and has just
now begun to turn around. The fact that the recent slide was prolonged figures into the
forecast, and it helps explain why I'm suggesting that the cutout will increase more than usual
over the next four weeks.

Over the past two weeks the market lost 2.9%, which is quite unusual. In 16 of the last 20
years, it has appreciated significantly over this time frame. The seasonal rally, in other words, is
late getting started.... and because of the delayed start, it will still be relatively young by the
third week of May (“M-2” in the graph below). Am | making sense? Picture a short-term cycle
that has shifted to the right.
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So, then, let’s talk about demand for a minute. The beef market’s hesitation is reflected in the
short-term demand readings, which | show in the picture on the next page. The pattern clearly
demonstrates that the change in demand since the first of the month has been weaker than the
seasonal norm.
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While most of this resurgence will be for June delivery, some of it will fall in the gateway to
Memorial Day. As you can see in the picture above, | am assuming that the weekly demand
index will remain below its February and March readings until the holiday is upon us (meaning
that demand changes will be pretty close to the seasonal norm from this point forward) .... and
under that assumption, my calculations yield combined cutout values of $218-$220 per cwt in
the final three weeks of May. Hence, the 4.6% increase between now and “M-2”.
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OK, so what about the big increase in production that is supposedly at the doorstep? Well, the
demand index takes into account both the seasonality and the rate of beef production. In this
case, | am factoring in steer and heifer kills that jump from last week’s total of 495,000 to
525,000 in the first half of May and 535,000 in the second half. [Some of my astute colleagues
tell me that it won’t ramp up quite so quickly, because the “calf-feds” in the northern Plains won'’t
be ready for marketing until later. I’'m just telling you what the feedlot inventory statistics imply.
And | am recognizing that there is a strong incentive for feedlots to market cattle as promptly as
possible.] What I’'m saying, then, is that under the rather subdued demand scenario described
above, an increase in production of this magnitude does not prevent the cutout from gaining
another $5-6 over the next four weeks.

Another note on the subject of cattle slaughter: | might have brought this up before, but
the issue of slaughter capacity has been mentioned to me by more than one packer. |
don’t know exactly where the threshold of practical capacity lies, but | can make a guess. In
2017, the maximum daily steer and heifer kill was 98,000. If that rate is sustained Monday
through Friday, then the five-day total is 490,000. Add to that the greatest Saturday production



of 52,000 in a non-holiday week, and | arrive at 542,000. It may indeed become an issue,
especially in June.

Hog slaughter, meanwhile, was up 6% from a year ago this past week, for the second
week in arow. So far, second quarter slaughter is matching up fairly well with USDA'’s fall
2017 pig crop estimate. If it continues to do so, then we should expect weekly kills to average
just under 2,300,000 in May (including the holiday week) and about 2,265,000 in June. From
the April average of 2,375,000, these seasonal declines would be quite typical.

| maintain more than my usual half-hearted interest in the Cold Storage reports because of the
pork belly market. | am becoming increasingly comfortable with the notion that the
summer peak in belly prices will fall short of many traders’ expectations.
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Add to that a presumed 4% year-over-year increase in fresh production, and it looks as though
per capita belly supplies during the critical June-July period will be up 6% and the largest since
2002. Mind you, in the “big picture”, bacon demand is still growing; and eight weeks of subdued
prices here in the springtime have certainly helped lay a foundation for solid retail business
through the summer. In June and July 2018, belly prices averaged $1.72 and $2.08 per pound
respectively; those levels seem far out of reach.

I have three more pictures to show you, so bear with me. They take up a lot of space, but that’s
better than listening to my blather.

On the next page, | show the situation in pork belly and retail bacon prices as of March. The
picture is a healthy one for pork belly demand prospects over the next three months or so.



It is bullish of
Retail Bacon Prices & Pork Belly Prices fggﬁggjg‘fg;ﬁgs
290 are trending
6.40 downward; and it is
bullish of demand
because the spread
between pork belly
prices and retalil
bacon prices is
relatively wide. The
latter, of course,
leaves room for
retailers to absorb an
increase in wholesale
product costs without
0.80 480 raising “sticker”
P I B O N A - B prices. | have
O O o o o T extended the

-=\Wholesale ——Retail wholesale price
graph to include the
month of April.

2.00
6.20

.00
5.80
5.80
1.20 5.40

1.00 520

Pork Bellies, $ per Pound
&
Sliced Bacon, $ per Pound Retail

0.80 5.00

In next picture | show my humble forecasts of monthly average pork cutout values. Without
going into detail at this time, my key underlying assumptions are that: a) USDA’s farrowing and
pig crop estimates are accurate; and b) the seasonally adjusted demand index will make a
rather sharp recovery from its depressed reading here in April and return to where it stood from
December 2017 through February 2018.... a pretty reasonable assumption, | think.
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I’ll close with a random thought. If North Korea becomes a part of the World Economic
“Club”, then would this not open a new market for U.S. pork and beef? | know nothing
about North Korean culture, but since south Korea is such a big buyer of U.S. pork (averaging
46 million pounds per month over the last twelve months) and beef (averaging 41 million), then
why wouldn’t North Korea become a customer as well?

COPYRIGHT NOTE: To those of you who subscribe to my reports, | thank you sincerely. And | ask you
kindly, please do not forward this report to anyone outside of your immediate subscriber group. |
appreciate your loyalty, and | hope you will respect my efforts to treat everyone fairly as well. Thank you!
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