
Hog Margin Watch: January

Margins deteriorated over the second half of January due to a combination of lower hog prices and higher feed costs. Hog prices have
retreated recently despite strength in the pork cutout and January slaughter levels that have trailed what was expected based on the
USDA’s December Hogs and Pigs report. Hog slaughter for the first four weeks of the year has been up 1% from 2017, compared to the
forecast for a 2% increase in slaughter supply based on the quarterly inventory data. It appears that many hogs may have been pulled
forward in December, and weather disruptions during January may also have limited hog slaughter in early 2018. Meanwhile, the pork
cutout value during January remained higher than a year ago despite increased production, indicating strong demand. Much of the strength
in the pork cutout appears to be tied to the performance of the pork butt, which is a key export item to some Asian markets. Continued U.S.
dollar weakness and accelerating growth in the global economy bodes well for U.S. pork exports over the near to medium term. Pork stocks
in Cold Storage at the end of December totaled 491 million pounds, up 3.2% from last year, but around 6.7% below the five-year average.
Stocks declined 2.3% from November compared to the five-year average decline between those two months of 1.7%. Feed costs have been
rising recently due to weather concerns in Argentina, which have trimmed crop estimates from earlier forecasts. This likewise has pressured
hog finishing margins. Given recent margin deterioration, our hog producer clients have been focused mainly on adding flexibility to existing
hog and feed hedges following the recent price action in those markets.

1st Qtr '18 2017 2018 Q1 2018:     HIGH $6.36     LOW ($6.22)     LAST $2.80     10YR PERCENTILE 66.8%

2nd Qtr '18 2017 2018 Q2 2018:     HIGH $14.41     LOW $3.09     LAST $9.84     10YR PERCENTILE 66.8%

3rd Qtr '18 2017 2018 Q3 2018:     HIGH $8.02     LOW $0.21     LAST $5.13     10YR PERCENTILE 53.5%

4th Qtr '18 2017 2018 Q4 2018:     HIGH ($4.03)     LOW ($6.52)     LAST ($6.04)     10YR PERCENTILE 34.0%

The Hog Margin calculation assumes that 73 lbs of soybean meal and 4.87 bushels of corn are required to produce 100 lean hog lbs.
Additional assumed costs include $40 per cwt for other feed and non-feed expenses.

The information contained in this publication is taken from sources believed to be reliable, but is not guaranteed by Commodity & Ingredient
Hedging, LLC, nor any affiliates, as to accuracy or completeness, and is intended for purposes of information and education only. Nothing
therein should be considered as a solicitation to trade commodities or a trade recommendation by Commodity & Ingredient Hedging, LLC.
All references to market conditions are current as of the date of the presentation. Futures and options trading involves the risk of loss. Past
performance is not indicative of future results. Please visit www.cihmarginwatch.com to subscribe to the CIH Margin Watch report.

Commodity & Ingredient Hedging, LLC
120 South La Salle St, Suite 2200 Chicago, IL 60603 1.866.299.9333
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