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Weather

No major changes to report on the forecast. We’'ll start to
see showers redevelop in the Corn Belt later tonight and this
should kick off a period of several days where showers will
be possible in the region. The map at the right shows the 7-
day QPF. While coverage of rain isn’t likely to be 100% as the
map suggests, there will certainly be big rainfall chances
through the middle of the country during this period. Note
that the rains shown in the ECB, which will be very welcomed
| would think, will not fall until later in the period shown (‘
(Days 6-7 mostly). It also looks likely that active showers will [ L —
probably continue through the 6-10 and 11-15 day periods, BRI,
with the best amounts and coverage still probably favoring

western areas vs. the east. o

No change in the outlook on temps. Over the next 10 days z:

we should see mostly well above normal temps across a big s

portion of the country. We'll start to see some cooler X

weather creep into northwestern portions of the Corn Belt in e

the 11-15 day period, but for now it still doesn’t show any o

significant freezing temps through October 1. Note the map 20

at the right showing that low temps should average well > , {“léj e

above normal over the next week. oo s FLS S0 e W ' <,
i sieRE TN

No change in the forecast for South America. Limited rainfall

is expected in Brazil over the next 10 days, but rainfall chances are still expected to improve in the 11-15 day
period. Argentine rainfall chances are still thought to be pretty limited through the next 15 days but there will
be some rain in eastern portions of the country.

Crops

Nothing major new to report this morning so thought we’d take a very quick look at basis once again. The charts
below I've shown before. These simply look at a “national average” for corn and soybean basis over the past
few years. These use the MGE’s national cash corn and soybean index prices for a cash price vs. spot futures.
Obviously Sep futures just rolled off so that creates a little volatility in the price level right here, but that is the
same as every other year so it should still make some sense.

Obviously the corn chart stands out as it continues to show a very strong national average basis. It should go
without saying that this basis is primarily driven by the strong levels noted in the ECB and specifically IN and OH.
Further west and north, into the Dakotas for an example, basis levels are much, much weaker. National average
basis is typically making its lows around this time in recent years, so the fact we’re so strong right now is worth
noting. Of course harvest will be well delayed vs average this year, so that is a big part of the difference. | do
wonder what ECB corn basis will start to look like as the crop comes off there. Will it maintain its strength
relative to the rest of the country?
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The second chart shows national average soybean basis. Definitely a different situation as soybean basis has
been relatively soft through much of this year and for now seems to be following the seasonal tendency.
Despite the huge carry-in supplies, | don’t think I'd expect basis to get as weak as we did last year. Recall some
of that issue last year was the poor quality supplies in the southern US due to the heavy autumn rainfall.

National Average Corn Basis
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Livestock

Some wild action on yesterday’s close in the hog market. Remember we’re typically in a period of index fund
rolling but they are not allowed to roll when markets are limit up/down, so they had some rolling to catch up on
yesterday. Remember our discussion on hog basis yesterday...the cash market is still weak and hasn’t caught up
with the futures board. This should serve as a weight on the board until we get some follow through in cash or
we get some additional news on Chinese purchases. Note South Korea is reporting its first case of ASF overnight
in a farm near the border with North Korea.

Nothing new to report on cash cattle for now. Negotiated trade volume last week was a bit soft but | don’t think
that comes as any surprise. The debate remains as to whether we’re really backing up supplies here, but for
now carcass weights and grading don’t seem to imply significant issues. It actually sounds like there is some
modest optimism for cash trade this week considering a decent close to last week’s trade. Some calling for +51
this week.

Late last week USDA updated with retail meat price updates. | think there are a few interesting tidbits worth
pointing out. The first chart below simply shows a recent history of the retail price averages for beef, pork, and
chicken. The line | think is worth pointing out is the beef/pork ratio, which you can see narrowed in
considerably over the past few months. This is now the narrowest beef/pork ratio since early 2018.

US Retail Price Averages
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The other part of the USDA data that stood out to me is the calculation for the “farmer’s share” of the retail
value. This is a pretty simply calculation, just comparing USDA’s estimate for the net farm value vs. the retail
value. Here you can see that the “farmer’s share” in beef if basically tied for its lowest level since at least 2010.
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The farmer’s share in pork has upticked a little in the past few months, but clearly the long term trend is lower

USDA Estimate of "Farmer's Share" of Retail Value

there as well.
70%
60%
50%
40%
30%
20%
10%
0%
o o o — — — o o o (a0} oM (a2}
i — — i — i i — i — — i
EOL oA L LA &L s £ s
© © (] © @© (] © © (] © © (]
- e - B - I - )
Financials

Jan-14
May-14

Pork

Sep-14

Jan-15
May-15

Jan-16

May-16
Jan-17

Sep-15
Sep-16
May-17
Sep-17
Jan-18
May-18
Sep-18
Jan-19
May-19

Beef

Nothing new to report this morning. We're no closer to having any further information on the source of the
Saudi attacks yesterday, though clearly all fingers are pointed at Iran still. Equity markets don’t seem too rattled
by the prospects for war as they’re still hanging in fairly closely to last week’s closing levels. We have some
second-tier Chinese officials coming to the US tomorrow in an effort to set the stage for bigger talks due to take
place at some point in October. We'll see how that goes but as usual it will definitely create some headline risk

for later in the week. The FOMC begins its two
day meeting today, with the policy
announcement due tomorrow afternoon. We’'ll
talk about this a little more tomorrow morning,
but clearly expectations still call for another 25
bps rate cut. Interestingly, the rate cut odds
aren’t quite 100% any more...pretty close but not
quite. That should still mean the Fed will cut but |
think it is interesting that the market has become
less optimistic for further Fed action. The chart
here shows the market is pricing in “only” 42 bps
of Fed cuts now before the end of the year. At
the start of the month the market was pricing in
50-60 bps in cuts.

Implied Change in Fed Funds Rate by Year End
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On tap today we have the August industrial production update. Expectations are calling for a modest increase
(+0.2%) vs. last month, that would basically put IP roughly unchanged YOY. Using the ISM manufacturing index
as a guide, it seems that it would be possible/probable for IP to disappoint a little. The chart below shows the
relationship over the past several years. You can see the Aug ISM manufacturing index was extremely weak
which would seem to imply some downside risk in today’s IP report.

ISM Manufacturing Index vs. Industrial Production
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Saudi Aramco is saying it could take months to restore output at its Abgaib plant. This of course will put
pressure on global supplies and prices. Crude oil futures are trading slightly lower at the time of writing this
morning, but really aren’t too far off their closing level from yesterday. Some are saying Aramco will start idle
offshore oil fields to partially offset some of the losses, and Aramco also says customers will be supplied (for
now) using stockpiles. Some customers are being asked to accept different types of crude oil. It is estimated
that the Saudis have enough oil stockpiles to cover about 26 days of exports.

Just a quick glance to see what sort of spare oil production capacity looks like around the world right now. To
summarize quickly: the Saudi production loss cannot be made up by other producers. The chart below looks at
estimated spare capacity figures for OPEC and a few major producers. Obviously Iran stands out with the largest
spare capacity, but we can’t count on that of course because of the US sanctions (not to mention they’re
thought to be the perpetrators behind the attack). So stripping out Iran from the mix below, this group would
have spare capacity of roughly 1.3 mbpd or far less than the estimated production loss from the Saudi facility.
Again, the Saudis say they can have some volumes reestablished soon and clearly the world has ample stockpiles
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of crude oil for now, but this is a good illustration of how reliant the world is on Saudi production and how
vulnerable that production might be.

Spare Oil Production Capacity (1,000 bpd)
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Thanks for reading.

David Zelinski

dzelinski@nesvick.com

901-766-4684de

Trillian IM: dzelinski@nesvick.com
Bloomberg IB: dzelinski2@bloomberg.net

DISCLAIMER:

This communication is a solicitation for entering into derivatives transactions. It is for clients, affiliates, and
associates of Nesvick Trading Group, LLC only. The information contained herein has been taken from trade and
statistical services and other sources we believe are reliable. Opinions expressed reflect judgments at this date
and are subject to change without notice. These materials represent the opinions and viewpoints of the
author and do not necessarily reflect the opinions or trading strategies of Nesvick Trading Group LLC and its
subsidiaries. Nesvick Trading Group, LLC does not guarantee that such information is accurate or complete and it
should not be relied upon as such.
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Officers, employees, and affiliates of Nesvick Trading Group, LLC may or may not, from time to time, have long
or short positions in, and buy or sell, the securities and derivatives (for their own account or others), if any,
referred to in this commentary.

There is risk of loss in trading futures and options and it is not suitable for all investors. PAST RESULTS ARE NOT
NECESSARILY INDICATIVE OF FUTURE RETURNS. Nesvick Trading Group LLC is not responsible for any
redistribution of this material by third parties or any trading decision taken by persons not intended to view this
material.



