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USDA s.monthly Crop Prpductlon and World.SuppIy PRE-REPORT ESTIMATES
and Demand Estimates reports will be released on Friday and
Dow Jones published the results of its monthly pre-report sur- USDA CORN AND SOYBEAN YIELDS AND PRODUCTION
vey of market analysts today. The key numbers for corn and USDA Crop Production/WASDE - September 2010
soybeans are shown at right. Analysts expect USDA to lower both 2010 '
yields and total crop size for both corn and soybeans. The average 2009 Aug Analysts' Estimates
estimates are roughly 1% lower than USDA’s August numbers for usbA Range | Average
corn yield and production and soybean production and 0.5% lower , (Million Bushels)
for soybean yield. Both crops would still be record-large if the aver- |SO™ Production 13.110 | 13.365 | 12.880-13.410 | 13.199
ages of analysts’ predictions are correct. These crop sizes and Soybean Production 3359 3433 " |3‘354 - 3:500 3.406
yields imply harvested acres of 80.926 million for com and 77.763 |, vied 1627 | 1650 B esl’g_gciei%_g 1631
million f_or soybeans. Those compare to 81 and 78 million acres, Soybean Yield 44.0 44.0 43.0 - 44.9 | 438
respectively, for the two crops in the July and August WASDE re- = ~
ports. We still wonder if USDA might reduce these harvested acres
numbers given this summer’s wet conditions in some important corn
and soybean states. PCT. CHANGE - SLAUGHTER & PRICE

It is not often that one gets to witness the beginning or Quarterly, USDA Commercial Hog Slaughter, IA-S. Minn. Barrows & Gilts
end of a true long-run phenomenon. One obvious difficulty of that 80
statement is that realizing you have witnessed the beginning of one
could take years. And by then, who can actually remember witness- 60 —Slaughter 2008 Export Surge
ing the beginning? But we digress. —Hog Price
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We may be, however, witnessing the end of the hog cycle E 40 . [ Circoviris Vacoines
— one of the most regular and long-lived cycles in agriculture and, lf')n A \
perhaps, economics. Our textbooks claimed that the hog cycle could 20 Ia | Y \ \
be traced back to the 16th century in England and U.S. data show a E Vw \f\ N
0 A

regular how cycle prior to 1900. But why has there been a hog cycle

A ¥ VM
and how is it changing? \, jv \ M }"\ VV
Textbooks once claimed that the reason for the hog cycle 20

3

(or any other cycle, for that matter) was because economic agents \é ' L | l\

expected current conditions to last a long time. Probably not forever 40 td. Deviatoin:  Std. Deviatoin:  Std. Deviatoi Std. Deviatoin:
but for the foreseeable future at least. Therefore, if conditions were Q=127 | Q=84 | Q=54 ‘ | Q=38

bad, some agents would exit the business, driving supplies lower and ) P=306 P=190 P=26.2 P=213
prices higher thus making conditions better. If conditions were good, 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 00 02 04 06 08 10

existing producers would produce more or outsiders would enter the

business, driving supplies higher and prices lower thus putting the kibosh on profits and, according to this theory, eventually reversing every-
one’s viewpoint and starting the cycle all over again. That explanation seems to assume that people are very, very stupid and never learn a
clear lesson: Things change. If one knows conditions are going to change, why would one act as if they are not going to change?

A better explanation was that producers know good times will not last forever but plan to survive the down times in order to be ready
for good times to return. About the only time that someone can grow in or enter into a business is when things are good because cash, from
either operations or lenders or outside investors, is available only when conditions are good. Conversely, producers cut back or exit in tough
times knowing full well things will get better but realizing that they and/or their banker simply can not or will not put enough cash into the busi-
ness to get it to those promised good times.

The advent of high-investment facilities has mitigated the magnitude of output shifts and, quite possibly, lengthened the period from
peak to peak or trough to trough for the hog cycle. The chart above shows that year-on-year percentage changes in hog slaughter have got-
ten smaller and smaller with the sole exception of the output surge of late 2007 and 2008 which was caused by circovirus vaccines. The
standard deviation of quantity changes has gotten progressively smaller each decade since 1970. Itis not yet zero but is getting close and
the once clearly-discernible pattern is much more random.

But the hog price cycle appears alive and well even if it is much more erratic. The hog price cycle continues to include year-on-year
changes of 30 to 40 percent even as year-on-year output changes get smaller and smaller. This implies a more and more inelastic demand
for hogs, meaning that the “proper” output level is critical for producers’ economic well-being.
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The Daily Livestock Report is published by Steve Meyer and Len Steiner. Please forward to others that may benefit from this information. To subscribe/
unsubscribe visit www.dailylivestockreport.com.

Disclaimer: The Daily Livestock Report is intended solel for information purposes and is not to be construed, under any circumstances, by implication or otherwise, as an offer to sell or a solicitation 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 aleveraged 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.

CME Group is the trademark of CME Group, Inc. The Globe logo, Globex® and CME® are trademarks of Chicago Mercantile Exchange, Inc. CBOT® is the trademark of the Board of Trade of the City of Chicago. NYMEX,
New York Mercantile Exchange, and ClearPort are trademarks of New York Mercantile Exchange. Inc. COMEX is a trademark of Commaodity Exchange, Inc. Copyright © 2009 CME Group. All rights reserved.



