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Weather

No major changes to the forecast this morning. The 5-
day QPF is shown to the immediate right. Rainfall
shown in the Corn Belt will probably not start until
tomorrow night. The Northern Plains will start to see
additional precipitation on Sunday and the Mid-South
on Monday. As usual, this QPF is probably overstating
coverage of rainfall and in some cases the amounts of
rainfall, but no doubt we should see some widespread
rainfall through a big portion of the Corn Belt and
surrounding areas. You can see the big rains around
the Gulf Coast which are part of the tropical storm
that will likely impact the area tomorrow night and
Saturday. Asyou can see from the second map we
start to clear out the region in the 6-10 day period and
we could see a lot of below normal precipitation
continue into the 11-15 day period. At that same
time, however, we should see widespread below
normal temperatures through a big portion of the
country, which will keep drying progress slow.
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We should start to see improved rainfall chances
through Brazil over the next few days. The entire
country is looking at a lot of near-normal precipitation
over the next two weeks. The map at the right shows 0:50 ERPAYEIORE e
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the 15-day percent of normal precipitation. The 0:0% BOSRARARY SXeierwec
region has been running well below normal for a long
while so this uptick in rainfall, even just to near

normal, will be very welcomed.
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Crops )

Looking again at big-picture implications of WASDE

balance sheets this morning. The goal here is to step

away from the micro-details of supply and demand

and just look at the very basics. This morning we’ll

take a quick look at wheat. As you can see in the 208

chart below, we’re seeing a third consecutive year of

shrinking US all-wheat supplies. You can also see in

the second chart that US stocks/use is projected at its o ;

lowest level since 14/15 by WASDE. | guess if | had to o 7]ow oo = o v

nitpick hEI’E, | would argue WASDE’s demand Data Source: CPC Unified (gauge—based & 0.5x0.5 deg resolution) Precipitation Analysis
. . . . Climatology {1981—2010)

projections are a bit optimistic and that stocks and

stocks/use could increase, but again the point here is to try to avoid micro-analyzing WASDE’s figures.
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Annual US Wheat Surplus/Deficit
Production/Imports - Total Use
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Unfortunately the world numbers don’t appear as supportive for US wheat prices. Consider the following chart,
which shows the US’s exports as a percent of the world total. US export share has eroded dramatically over the
past several years. While we’ve perhaps stabilized in this area over the past few years, this is a clear sign that
the US is only a residual supplier of wheat to the rest of the world.
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US Share of Total World Wheat Trade
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Also note that world total ending stocks and stocks/use, according to WASDE, remain near record high levels for
19/20. Some would correctly argue that a big portion of that is due to continual increases in Chinese inventory
levels, but note the second chart that follows. This shows that world supplies of wheat have risen 6 out of the
past 7 years even when excluding China from the mix. While China does certainly inflate the overall wheat
stocks picture, wheat supplies continue to increase outside of China as well.

World Wheat Ending Stocks & Stocks/Use

350.0 45.0%

L 9
300.0 40.0%

35.0%
250.0

30.0%

200.0 25.0%

150.0 20.0%

Stocks/Use

15.0%

5.0%

Ending Stocks (mmt)

100.0

QO O & & > & O A& & O O BN
PSPPI TP EFL W
B P N A A OISR

50.0

mm End Stocks ~ —#— Stocks/Use



NESVICK e
ThADING €ROUP, LLC www.nesvick.com

World Wheat EX-CHINA Annual Surplus/Deficit
Production - Total Use
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Bottom line to me is that the world wheat situation has not quite balanced itself like | would argue corn and
soybeans have here recently. | would suspect that US wheat futures will continue to struggle to maintain rallies,
though admittedly they could simply become a follower of corn in the short/medium term. Thoughts
appreciated.

Livestock

Some scattered 111 trade yesterday but still not enough volume to really set the tone this week. The board
posted a fairly strong close yesterday despite some intraday weakness, which should stir up some confidence in
cash potential.

With a big focus on possible export demand following the ASF outbreak, I've been trying to come up with
various pork price comparisons around the world. The chart below shows my initial attempt at this, though I'll
concede this probably isn’t perfect yet. Right now I’'m taking China pig prices and converting them to a USD/cwt
dressed calculation. I’'m also taking EU prices and Brazilian prices and converting those into USD/cwt.
Unfortunately my quote on EU pork comes from France when in reality | believe Spain is the largest exporter of
pork to China right now, but it’s all | have for the moment. | want to stress that | wouldn’t necessarily believe
these figures to be 100% precise but rather a best-effort at the general price levels at each origin and, more
importantly, the underlying trends.

What you can see from the below is that Chinese prices are in the stratosphere, which obviously doesn’t come
as a surprise to anyone. US prices remain priced below EU and Brazilian levels right now. However, keep in
mind that if we were to apply the 65% tariff into China against US prices that would price out US exports to
China vs. Brazilian and EU levels. Still, I think it is worth noting that US prices, for now, remain the cheapest in
the world if you’re looking on a “FOB” level.
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Global Hog Prices
USD/CWT, Dressed Equivalent
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I’'m working on putting together a similar comparative view on beef/cattle prices, but I’'m finding that to be a bit
tougher nut to crack. If you have any ideas/suggestions, please let me know.

Financials

The big news overnight is that the EU and UK appear to have an agreement in principle on Brexit. Both UK PM
Johnson and European Commission President Juncker have confirmed an agreement. This has the BP trading
higher this morning and is generally supporting a risk-on tone to markets right now. There is just one major
problem —the deal still has to pass UK Parliament with a vote likely on Saturday. As it stands right now, it seems
unlikely the deal will pass Parliament in its current form. Admittedly | haven’t seen full details on what the deal
holds (what | have seen sounds very similar to former PM May’s deal), but several key figures in Parliament have
already spoken out against the deal. Johnson has no majority in Parliament after his election gambles
previously. One possible gamble that Johnson could employ if he starts to feel he will not be able to get the deal
out of Parliament is to attach an amendment to the deal that would allow for a second referendum vote on the
deal. That would give citizens essentially a “take it or leave it deal” and would open up a lot of potential
volatility for BP and markets in general. Keep an eye on headlines today to see if the Northern Irish party DUP
gives its support for the deal. With their support, the deal could probably pass Parliament without the need for
a referendum. Without their support, the deal is probably DOA. For now the DUP has said there is no change in
their position on deal (meaning they do not support anything) but | wouldn’t necessarily take that to mean there
is no chance they might change their mind.

Overshadowed by the Brexit hope/hype are some modestly positive US-China headlines. Nothing particularly
new, I'll admit, but just some confirmation that both sides are still promoting the idea of a “Phase 1” deal. US
Treasury Sec said late yesterday that the two sides are working to nail down a text of an agreement for both
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presidents to sign next month. He also said he was making preparations to travel to Beijing for more meetings if
necessary. Importantly, the talk of working toward a written “Phase 1” agreement appears to have been
confirmed by Chinese officials overnight.

Nothing major on tap in terms of economic data today. Housing starts and the Philly Fed index could potentially
move markets if something is off a lot vs. expectations, but the focus will likely remain on Brexit and US/China
headlines. No major earnings releases on tap today, with MS probably the headliner for the day.

Energy
I'll be honest and note that | don’t really spend much time thinking about Gulf of Mexico (GOM) crude oil

production any more. With the arrival of big shale plays, the GOM production has basically disappeared from
my conscious. We can see the market doesn’t get too worked up about GOM production during hurricane
either, which is a big influence of the shale explosion. | have been working under the assumption that GOM
production has been in decline, but thankfully the EIA issued a report yesterday correcting me. The EIA, the
chart below, shows GOM production is actually trending higher and should benefit greatly from some new fields
coming online in 2019 and 2020.

Monthly crude oil production from U.S. Federal Gulf of Mexico (Jan 2011-Dec 2020)
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The EIA “expects oil production in the GOM to set new production records in 2019 and in 2020, even after
accounting for shut-ins related to Hurricane Barry in July 2019 and including forecasted adjustments for
hurricane-related shut-ins for the remainder of 2091 and for 2020”. They note “Producers expect eight new
projects to come online in 2019 and four more in 2020. EIA expects these projects to contribute about 44,000
bpd in 2019 and about 190,000 bpd in 202 as projects ramp up production.” Even with the higher GOM
production, EIA sees the GOM accounting for “only” 15% of total US crude oil production 2019 and 2020 vs 23%
as recently as 2011. They note “onshore production growth continues to outpace offshore production growth.”

Today’s Calendar (all times Central)
® Housing Starts — 7:30am
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e Philly Fed Index — 7:30am

e Industrial Production — 8:15am

® EIA Natural Gas Storage —9:30am

® EIA Petroleum Inventories — 10:00am

Thanks for reading.

David Zelinski
dzelinski@nesvick.com
901-766-4684

Trillian IM: dzelinski@nesvick.com

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.

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.



