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April hog futures are only a few days away from expira on and
yet there con nues to be a drama c disconnect between cash prices and
where the market is trading. As we write this, the April hog contract is
locked limit up, maybe a realiza on that reality may be a bit diﬀerent than
what the board is currently trading. Money ﬂows and uncertainty clearly
have caused futures to trade quite wildly in the near term but ul mately
fundamentals in the market will determine true product value. On
Monday the April lean hog contract se led at $41.125/cwt, 36% lower
than where it was only a couple of weeks ago (March 24). Is that
representa ve of current cash prices? A be er ques on: what are current
cash prices? The reality is that there is no longer such a thing as one cash
price. Over the last decade the hog market has been transformed into a
kaleidoscope of price discovery, where individual hog values will greatly
depend on who owns the product, the rela onship between various
agents to the processing plants, and the ability of individual producers to
set up eﬀec ve risk management programs and formulas.
When we ﬁrst started wri ng this le er a couple of decades ago,
we used to look at the IA/MN lean hog carcass base price as a pre y good
indicator of cash prices. Some people s ll look at it today. On Monday
that price was quoted at a weighted average of $40.31/cwt, $3.39 lower
than the Friday close. The na onal base nego ated price was $41.77/cwt,
$1.07 lower than the previous close. Those prices seem to match up with
where futures are currently trading but the reality is that they represent
only a minuscule number of hogs trading in the market. Looking at the
USDA weekly average of hogs traded/priced last week, we see that out of
the 2.403 million hogs reported in the Mandatory Price Repor ng system
(MPR), only 32,896 hogs or 1.3% were traded on a nego ated carcass
basis. The average na onal price for nego ated carcass hogs last week
was $49.07/cwt, 16% lower than the average price the previous week.
While the decline was quite drama c, it s ll was nowhere close to what
futures did. April lean hog futures last Friday closed 31% lower than the
previous week. Likely this was an over reac on based on the sharp
decline in nego ated carcass hogs and the cutout. The average price of
hogs based on formulas that are ed to futures/op ons contracts was
$54.89/cwt last week, a 15% decline from the previous week but a 36%
premium to where futures were on Friday. According to USDA, the hogs
priced by these types of formulas represented 9.4% of the total. Hogs
priced using formulas ed to the hog or pork market represented 28% of
the total and the average price for this group of hogs last week was
$57.56/cwt, 10% lower than the week before. A signiﬁcant share of hogs
in this group (we don’t know how many but our guess is 40-50%) are
priced oﬀ the cutout. The average pork cutout value last week was
$62.88/cwt, 21% lower than the week before. Clearly the formulas used
may have a bit of a lag or smoothing factor since we did not see a
corresponding decline in this group of hogs. Another 20% of hogs priced
last week used what are called “other purchasing arrangements,” a
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catchall for formulas that are more complex and o en include grain
market pegs and premiums for delivering speciﬁc product a ributes. The
average price of these hogs, remember they were 20% of the total, was
$62.64/cwt, 8% lower than the week before. And ﬁnally, the biggest group
of hogs slaughtered but not sold in the market were owned by packers.
According to USDA, packer owned hogs represented 36% of hogs reported
in the MPR system.
Bo om line: While it may be convenient to look at one price as a gauge of
cash market ac vity and use that direc onally for pricing, it is important o
recognize that the current dynamic in the hog market is far more complex
than in the past. Nego ated hogs are just a sliver of the total at this me.
If that volume falls further, futures will be even more dependent on the
cutout for price discovery and, ul mately, index se lement.
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