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HOG CYCLE

v AIRERRITRERE M ERERE ERE F 2 [H3-45F
Runs 3 to 4 years from peak to peak or trough to trough.
= NEMREEmIF , EFFFERNINTRENER1F
Caused by 1-year lag from breeding to marketing and another 1-year lag for decision process of
producers.

" EFERRENERIENKE , BURTZRAERE G IEtkDecisions of producers and

length of final lag, depends on rate at which profits are accumulated or money is lost.

v 19705, +/- 20% BB EREER

During 1970s, changes of +/- 20% were not unusual

- AFAFERRE  ATIEIRAR , AR S
Result of production by firms that were “in” when conditions were profitable and “out” when
conditions were unfavorable.

= EERAKRRE , ASREFERBESHI , FEEE TSR
Flattening of cycle has occurred over time due to technology developments and changes in industry
structure.

v EFHRARTERRL
Production does still vary
= FBEEEIRS IFANBESFEIRENEFE T LAY KE , maFiENSEF~ KX,
Profitable returns attract new entrants or allow existing producers to expand and negative returns
drive contraction.
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U.S. Terminal Market Hog Price
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Hog Price Flexibility
Quarterly Data, 1970-2017
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FaL Hog Slaughter, Federally Inspected, Weekly
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Average U.S. Monthly Live Barrow & Gilt Price
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HOG CYCLE
7/REITT BRI

July to November Changes

SRHE==E SPERNEMNTE
Daily Hog Slaughter Barrow & Gilt Prices
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COMMODITY PRICES
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Cost of Farrow to Finish, Monthly, lowa

Historical and Projected with Basis Adjusted Futures
$ per carcass cwt
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PRICE DETERMINATION VS

PRICE DISCOVERY
NHRTE- ["UHBERDEBER "R HEFETIHNEAT

Price determination - Interaction of the broad forces of supply and demand which “determine” or cause
the market price level.

= JERRYT XM EE
Broad supply factors for pork
- BAMME (LEMNE¥E. @n. F=)

Input prices (hogs and pigs, feed, interest rates)

- BN (Z9E. E5EE. WMRRER)

Technology (reproduction, nutrition management, animal health management)

- MERAZIFEME (ZEERFEAE RS )
Price of outputs from inputs (pork products for retail and food service)
- #0O (g0, BRI HOEF#HFOERIHKER )
Imports (net of exports, depending on exchange rates and supply-demand conditions in exporting and importing countries)

- BARFNEEER"m (FAH. BER. 8F)

Prices of competing protein or main-dish products (beef, poultry, fish, etc. )

= EART Y ESKEZEBroad demand factors for pork
- HEREFXEAN

Consumer disposable income

- HEEOWRNRET ( BEEEMNEFRL. Fm@mAA/N BERFAXER , —2it. 5ENT )
Consumer tastes and preferences (including health and nutrition preferences, type and size of products, seasonings and
flavorings, consistency, convenience in preparation)
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PRICE DETERMINATION VS

PRICE DISCOVERY
gL - SERMERPBER "M B EHENRENEREREREMNS
BRI ZNE
Price discovery - Process of buyers and sellers “discovering” or arriving at
transaction prices for given qualities and quantities of hogs at a given time or place.

= FENMBAIREER

Factors affecting price discovery
- Hia%E

Market structure
HE. RI. NENLENSGHNRS

Number, size, location, and competitiveness of buyers and sellers

- hiIEEMNHMEIRS

Market information and price reporting
#E. MEMANEENTREGE

Amount, timeliness, and reliability of information

- nEhinITA
Price Market behavior
3253 KW A0 52 My 77 72:Buyer procurement and pricing methods

- KSEEHA

Risk management alternatives
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HOGS AND PIGS - FARMS AND SALES BY TYPE OF PRODUCER:

2002, 2007, 2012

2002 2007 2012
Kz HE Kim HE iz HE
Farms Sales Farms Sales Farms Sales
SR FRIEF
In_dLependent grower 86% 41% 87% 41% 85% 46%
TN —FR I FTBER
1Eiontractorj;r integrator 1% 16% 1% 15% 1% 10%
SRFEF
Contract grower (contractee) 12% 42% 12% 44% 14% 44%

X -

ARNISEBIR R IAFIHE

HOGS AND PIGS - FARMS AND SALES BY TYPE OF

ORGANIZATION: 2002, 2007, 2012

2002 2007 2012

37 HE 3% HE 37 HE

Farms Sales Farms Sales Farms Sales
NABZKEE
ndividual or family 86% 47% 85% 44% 83% 41%
Skl
Partnership 8% 17% 8% 22% 7% 23%
/\ﬁ
Corporation 6% 34% 6% 33% 8% 34%

Data Source: USDA-NASS
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U.S. Farms with Hogs and Hogs per Farm

37 BREIGAIERE
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STRUCTURAL SHIFTS IN THE U.S. HOG AND PORK
EIER20FE |, FREFEBINT£920%

Hog production increased some 20% during the past 20 years.

HER20FRIEREF-IEIN T40%% , EREENRREERNIRS
Pork production increased more than 40% during the past 20 years through both
increased hog production and increased carcass weights.

B AR , REEURSEFEMESEE , TENRINEHEET
EYImER ETE

Packing firms have increased size, in many instances increased
concentration, vertically integrated, and made major investments and changes
in processing to improve supply chain management.

N BZWATIVEN. MmN ERMIERERN , B —1EHE
BRI RERNERERN

Negotiated trade has been rapidly replaced by formula pricing, forward markets,
longer term marketing agreements, and there is an ongoing shift towards pricing
hogs using pork values.
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EX- ERE%
Definitions — Negotiated
USDA-AMS
R - MRk EM R HIREER F WG SBRIENLARLIER
REHHBRIRZEAEINESIKE14K
NEGOTIATED CASH - Cash or spot market purchase under which the

base price is determined by seller-buyer interaction and agreement on a
delivery day and are scheduled for delivery no more than 14 days after the
date committed.

Y AT - R EEAHIGR AN HEHNR D@ IR EAETIES
AHRERNBERAERR14K
NEGOTIATED FORMULA - Swine or pork market formula determined by

negotiation on a lot-by-lot basis and scheduled for delivery not later than
14 days after the date on which the formula is negotiated and swine are

committed.



ENX - A1\
Definitions - Formula
USDA-AMS

Hitthin Az,
OTHER MARKET FORMULA

BF— /NS MHARSEINBIEMNINE] Pricing mechanism is a formula price based on one or more
futures or options contracts.

EREERTHIEM AT
SWINE OR PORK MARKET FORMULA -
MEETFEERERHIANTE , MAEETERHEXIIAIRERRN

Pricing mechanism is a formula price based on a market for swine, pork, or a pork product, other than
a future or option for swine, pork, or a pork product.

= EAFI7%RHIEEIER=E

E.g., 97% of national pork cutout value.

HitasE S
OTHER PURCHASE AGREEMENT Not a negotiated purchase, swine or pork market formula

purchase, negotiated formula purchase, or other market formula purchase; and does not involve
packer-owned swine,

= E.g., Floor Price (FP) set by COP; Floor published at the end of each month; Ceiling Price (CP) = FP
+ $5, If Market Price (MP) < FP, then Base Price = FP; If MP > CP, then Base Price = 93% MP.



EX - 2
Definitions — Formula
USDA-AMS
ELENE - I, Tk

BASE PRICE — Price from which no discounts are subtracted and no premiums are added.

FNE - BEENTIFNEEEANTI S 100EEE NN (EEETF
JERIGRR )

NET PRICE — Total amount paid (including all premiumes, less all discounts) per hundred
pounds of carcass weight of swine delivered at the packing plant.

E.g., Sort loss, backfat, loin area/depth, carcass weight differentials.

JEERId TR -BEFEitE=mIEEPRImRTREREMN ( LLATinESE | X

BNEY , sh¥IEA , fERECtL | BEIRNESE)

NONCARCASS MERIT PREMIUM - Increase in base price based on any factor other than

the characteristics of the carcass, if the actual amount of the premium is known before

the sale and delivery of the swine.

= E.g., Transportation, delivery time, beta agonist free, animal welfare, antibiotic free,
diet/feed, genetics, meat quality, process verified program, sow housing.
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26 , 55
HOGS SOLD BY TRANSACTION

National, Monthly
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Premium of Lean Hog Marketing Arrangements vs. Negotiated Market
National, Average Net Price, LM_HG201
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NERPS EIEAYEFTF
ECONOMICS OF PRICE RISK MANAGEMENT

MBXEEEEN - EFIRIRELE LR AXE/IME,  miEfEHn &R EFBEIRIA]
R

Price risk management defined — Coordinated and economical application of strategies
to minimize, monitor, and control the probability of adverse price movements.

SEREMNTBXISREME (1 : RS, B, #575)
Managing year-to-year price risk is difficult
(e.g., risk tolerance, stochastic, dynamic).

KTNMBXICETE , AR REMMREFIT AR ECRYRES (2T OraE M Er=mARN )
Analyses used to construct models and evaluate alternative strategies regarding price

risk management.
(based on actual or accurately estimated production costs)

HURBE A= —EERTFIRE

No one strategy is best all the time.

WETE S EES IS INRZISIAGERS

Check performance relative to marketing goals.
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CHOOSING FROM RISK MANAGEMENT STRATEGIES
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IOWA STATE UNIVERSITY Feiz

Extension and Outreach

Dep:utmcnt of Economics
Healthy People. Environments. Economias.

Estimated Livestock Returns http://www2.econ.iastate.edu/estimated-returns/

Links

Estimated Returns - Swine

Basis - Feeder Cattl
+ Farrow to Finish (chart | MS Excel) asis - eeder Latlle

+ Farrow to Wean (chart | MS Excel) Feeder Steer-Heifer Price Spread
+ Wean to Feeder (chart | MS Excel) ] ]

« Wean to Finish (chart | MS Excel) Basis - Live Cattle

* Feeder to Finish (chart | MS Excel) Basis - Lean Hog

Estimated Returns - Cattle

A monthly barometer of livestock s Finishing Steer Calves (chart | M3 Excel)
profitability + Finishing Yearling Steers {chart | MS Excel)

For questions or comments contact Comparison of Estimated Returns - Current vs. Previous

Lee Schulz Procedures
Email: Ischulz@iastate edu

Phone: 515-294-3356

« Farrow to Finish
« VWean to Finish
+ Finishing Steer Calves

Get . 4 + Finishing Yearling Steers
il ADOBE’ READER"

Procedures for Estimating Returns
+ Farrow to Finish
* Farrow to Wean
« YWean to Feeder

Wean to Finish

Feeder to Finish

Finishing Steer Calves

Finishing Yearling Steers

Historical Estimated Results
» Historical Estimated Results (1991-2015)


http://www2.econ.iastate.edu/estimated-returns/

M= IS IERIEIHRTRN , 3CEEEM

Estimated Returns to Farrow to Finish, lowa
Past and Projected with Basis Adjusted Futures

$120 1 2013=+$6.21 [-$25.60 to +$24.57]
2014 = +$61.85 [+$13.15 to +$107.25]
$100 { 2015 =+$7.93 [-$18.40 to +$26.25]
2016 = -$1.26  [-$35.52 to +$32.92]
$80 - 2017'=+$12.55 [-$9.51 to +$47.62]
2018 = +$3.55 [-$16.32 to +$22.87]
$60 -
©
3 $40 -
e
132
T
$O ‘llll ui I | | I I III I |
$20 -
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$60 -
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Month

Source: Lee Schulz, lowa State University
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ME=FEI B RERIEIRTEN |, SEELEUH

2007F1H-2016%

F128

ESTIMATED RETURNS TO FARROW TO FINISH, IOWA
JANUARY 2007 — DECEMBER 2016, MONTHLY

During the 2007-2016 period
the range in profits was
-637.37 to  $107.25

During the 2007-2016 period
65.0%  of the months

were profitable and
35.0%  of the months

were unprofitable

Months of
Month sold  Profit Loss Sum
January 60% 40% 100%
February 60% 40% 100%
March 60% 40% 100%
April 70% 30% 100%
May 90% 10% 100%
June 90% 10% 100%
July 90% 10% 100%
August 80% 20% 100%
September 60% 40% 100%
October 60% 40% 100%
November 20% 80% 100%
December 40% 60% 100%

Cash Market
2007 — 2016 profit = $11.91 per head

Profit/Loss
Over $50.00

$25.01 to $50.00
$20.01 to $25.00
$15.01 to $20.00
$10.01 to $15.00
$5.01 to $10.00
$0.01 to $5.00
-$0.01 to -$5.00
-$5.01 to $10.00
-$10.01 to $15.00
-$15.01 to -$20.00
-$20.01 to $25.00
Over -$25.00

Months
8.3%
17.5%
6.7%
10.0%
6.7%
7.5%
8.3%
8.3%
5.8%
6.7%
6.7%
2.5%
5.0%



2007-201 6FEERIIEIRFIIN SR
FREQUENCY OF PROFITABLE HEDGING OPPORTUNITIES

FOR LEAN HOGS, 2007-2016
v ERERIEEEESHAIRM T SUEZ AN

Lean hog futures offer an opportunity to lock-in a selling price prior to when hogs
are sold.

= HARIRAI181N RS
Traded approximately 18 months into the future.
- MYUKRTHE SRV TS

Not relying solely on cash market the day of sale.

v ot 7 101 B EBIEIRY = F 2 S EBRIFNAE = i A FIHE ERIBIXT & H HAESRY
HEFRBEIRAFERBHIRYIUR
Analysis compares estimated cost of production for farrow to finish to basis
adjusted daily futures prices over a 10-month period prior to sale to determine
the frequency of days that a profit could have been hedged.

v BESERIEER
More information available at:
https://www.extension.iastate.edu/agdm/livestock/html/b2-53.html



https://www.extension.iastate.edu/agdm/livestock/html/b2-53.html

2007-201 6 F B SEENERBIFINIXIABILL

Percent of Trading Days Breakeven or Better Hedge, 2007-2016

mm Breakeven or Better Hedge =~ —Cash Pricer —Breakeven Price
:/‘6 gz/f)rading days S5 Average = 74% of days prior to sale Price, 2’1"2’5
90% $130
80% $120
70% $110
60% I . $100
50% A ' | $90
40% ||| Jr'-"'" Il | I $80
30% WIH \‘ﬂ.. '} $70
20% [l il J( $60
10% ' $50
0% | $40
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Percent of Trading Days Where Possible to Hedge Breakeven or Better

% of trading days By Month, 2007-2016
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2007-201 6 ZEEHRNMEXETELA LB SLL

Percent of Trading Days Where $X or Better Could be Hedged
By Quarter, 2007-2016

% of trading days -#-Jan-Mar =e=Apr-Jun =+=Jul-Sep -e-Oct-Dec

100%

90% %\

—

80% \
70%

Average:

60% - $0 = 74%
-$1=78%  +$1=70%
50% - -$2 = 81% +$2 = 65%

-$3=84%  +$3=61% \
$4=86%  +$4 = 56%

400A) 1 1 1 T T T T

-$4 -$3 -$2 -$1 $0 $1 $2 $3
$/cwt
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Crush Margin: Last Day, Average, Placement
2007-2016

$/head —Placement —»Last Day —Average

$140

it BE—X, T3
$120
$100 V

$80

$60 -

$40

More information available at: http://www2.econ.iastate.edu/margins/



http://www2.econ.iastate.edu/margins/

SEt BRI R
Swine MARGIN BY SELLING MONTH ($/HEAD)
JANUARY 2007 — DECEMBER 2016

At Last Before After
Awverage High Low Placement Day Placement Placement
Jan $33.34 $51.14 $15.52 $36.20 $28.19 $39.63 $41.51
Feb $38.21 $57.99 $16.99 $39.10 $32.69 $46.79 $46.26
Mar $44.33 $64.52 $23.63 $47.68 $44.29 $49.72 $53.31
Apr $42.24 $64.56 $20.29 $43.53 $42.33 $49.61 $48.60
May  $55.68 $76.24 $36.48 $57.91 $55.87 $60.86 $64.60
Jun $55.79 $76.29 $34.74 $56.09 $51.74 $62.25 $63.82
Jul $55.83 $75.88 $35.62 $56.48 $57.12 $61.30 $64.60
Aug $54.60 $72.44 $34.06 $56.92 $54.43 $59.78 $63.09
Sep $41.43 $59.71 $22.85 $43.53 $36.19 $47.51 $49.26
Oct $39.90 $58.49 $19.00 $41.32 $35.03 $47.91 $46.80
Nov $27.64 $45.54 $5.73 $29.66 $15.67 $36.61 $33.14
Dec $28.62 $50.36 $4.70 $30.54 $21.46 $38.98 $33.14

Notes: Bold text indicates the highest value and underlined indicates the lowest value
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58% of days prior to sale

=

2007-2016%53 Bin#iE

, 2007-2016

Average

Percent of

% of trading days
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Percent of Trading Days Crush Margin is Higher than last Day

% of trading days
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Percent of Trading Days by Margin Level and Selling Month
2007-2016

% of trading days m<$30 m$30-40 m$40-50 m>$50
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SSHNETFREORILSEAIURI, W AEFARIRE 2
DOES PARTIAL RISK MANAGEMENT
(PRICE, PRODUCTION, FINANCIAL, LEGAL, ETC))

REFLECT PRODUCER KNOWLEDGE GAP?

v Perhaps t2iFaJLA,
» (HEUEZEREHMEZFRER
but we must consider economic incentives
> BRUESAN
Effectiveness and practicality
> FAANSATERIX
Private-public distinctions
> BfCvs.#hFeSubstitutes versus complements
> FRIEFRYFRHA
Producer’ s expectations
> LBk XIEERole of globalization
v FENR R IERINAIRAEFER LA EsRH TG B E— R E
Bottom-line: Lack of knowledge is likely NOT sole reason for
partial implementation of risk management.




