Daily Livestock Report

The monthly USDA WASDE report provides an opportunity to regularly
step back and take stock of the supply situation not just next week but many
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months down the road. Often market participants get caught up in the day to day
market movements, daily slaughter schedules and price reports and lose sight of the
bigger picture. The monthly USDA WASDE report once a month offers the
opportunity to review the broader context for key agricultural commodities. The
charts to the right are meant to illustrate the dramatic expansion in US meat
supplies and expectations for further increases in 2017. Consider that for the three
year period 2011-2013 US beef, pork and chicken production averaged around 86
billion pounds. Supplies were fairly stable and producers put a lid on expansion due
to a combination of adverse weather events and high feed costs. Production
declined in 2014, mostly because beef production dropped an astounding 1.4 billion
pounds (-5.4%) and pork production declined 400 million pounds (1.5%). More
chicken helped alleviate some of the protein shortage but overall production of the
three main species at 85.335 billion pounds was down around a billion pounds from
the previous year. Fast forward to 2016 and the turnaround in production has been
quite astounding. USDA reported that 2016 beef production is now forecast at
25.031 billion pounds, 1.271 billion pounds larger than it was a year ago. By next
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year, beef production is expected to reach 25.944 billion pounds, up another 913
million from 2016 levels and 2.2 billion pounds higher than 2015. Fed cattle prices
have reacted quite violently to the increase in supplies. Futures peaked at around
$170/cwt in late 2014 but today are priced about $70 under that level. Keep in
mind, however, that fed cattle futures gained around $50/cwt between June 2013
and October 2014 as markets sought to both ration out available supplies and
provide a strong enough incentive for producers to rapidly bring more product to
market. The challenge of course is that as beef supplies increase prices at retail
tend to be sticky and, in the short term, cattle and wholesale values may decline
even more than long run price/supply models indicate.

In the case of pork and chicken we see a similar trend towards larger
supplies coming to market. USDA currently forecasts 2016 pork production at 24.9
billion pounds, about 400 million pounds more than a year ago (+1.7%) but almost 2
billion pounds more (+8.3%) than what was available on average during 2011-14.
USDA also reacted to the latest Hogs and Pigs report by significantly increasing pork
production outlook for 2017. Current forecast calls for 2017 pork output at 25.881
billion pounds, 953 million pounds (+3.8%) more than in 2016 and 2.8 billion pounds
(+12.4%) more than what we saw on average during 2011-14. The point is that
while current prices may appear quite low compared to what we saw a couple of
years ago, one needs to consider how dramatic the increase in total production has
been and will be in the next 12 months. Chicken production for instance averaged
around 37 billion pounds during 2011-13 as high corn prices forced producers to cut
back. Supplies then started to slowly increase in 2014 and 2015. Next year USDA
pegs US broiler production at 41.2 billion pounds, about 4.3 billion pounds (+11.5%)
more than 2011-13 levels. We have said it before and continue to repeat: exports
are a key factor for prices going forward. We absolutely need other markets to
absorb some of this increase in supply. Domestic channels are well saturated and
the structural changes that happened during short years will take time to resolve.

The Daily Livestock Report is made possible with support from readers like you. If you enjoy this report, find it valuablé:'-'
and would like to sustain it going forward, consider becoming a contributor. Just go to www.DailyLivestockReport.co
to contribute by credit card or send your check to The Daily Livestock Report, P.O. Box 4872, Manchester, NH 03018

Thank you for your support!
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Disclaimer: The Daily Livestock Report is intended solely for information purposes and is not to be construed, under any circumstances, by implication or otherwise, as an offer to sell or a solicita-
tion to buy or trade any commodities or securities whatsoever. Information is obtained from sources believed to be reliable, but is in no way guaranteed. No guarantee of any kind is implied or
possible where projections of future conditions are attempted. Futures trading is not suitable for all investors, and involves the risk of loss. Past results are no indication of future performance.
Futures are a leveraged investment, and because only a percentage of a contract’s value is require to trade, it is possible to lose more than the amount of money initially deposited for a futures
position. Therefore, traders should only use funds that they can afford to lose without affecting their lifestyle. And only a portion of those funds should be devoted to any one trade because a

trader cannot expect to profit on every trade.



