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Informa Economics Background

e Founded In 1977 as Sparks Commodities,
renamed Sparks Companies in the 1980s

* Grew to become one of the largest and most
respected agricultural consulting companies in
North America.

e Acquired in 2003 by what is now T.F. Informa,
plc., a British publishing company



Types of Work Informa Produces

 Fundamental market analysis for all major
commodities

e Risk management consulting: helping companies
build systems to measure and manage price risk.

e Other business consulting activities: feasibility
studies, plant location work, economic
development, multi-client studies, economic
analysis of proposed legislation, etc.




Types of Data Employed

e Livestock work--better than 95% of all the data
used comes from USDA

 Big user of high frequency Market News price
data and lower frequency NASS production data

 In-house electronic database has existed since
early 1990s. This allows analysts (and clients)
unprecedented access to thousands of AMS and
NASS data series



Advantages of USDA Information

e The only data source available that we feel Is
largely unbiased. Users are often suspect of price
Information produced by private providers.

« Consistency and relevance. Data series are
adjusted to reflect changes in the marketplace,

 Market News reporters have always been very
accessible and willing to explain the data
collection process.



Applications Utilizing Market Data

e Forecasting models: Used to provide a historical
perspective and uncover co-relationships.

 Benchmarking: Purchasing indices built from
historical price data are useful for companies
evaluating efficiency of their purchasing staff.

* Volume Analysis: Using data to judge inventory
levels and assist in market timing decisions.

 Demand Analysis: Combining price and quantity
data permits inferences about demand.




Sample Forecasting Application
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Sample Volume Application

This report is generated daily to compare production and sales of

beef clods. Client will enter market looking to purchase when

sales as a percent of production falls to low levels.
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Sample Long-Run Demand Analysis
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Another Demand Application
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Web-Based Hedging Application
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Hedging Tool Example
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Hedging Tool Example, Continued
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Other Risk Management Applications

 Market News price data Is often used to construct
models that calculate a company’s Value-at-Risk
metric.

* These are very data-intensive models and often
the company does not have adequate historical
purchase or sales price information. Market
News information is used as a proxy

« USDA price data Is frequently used in the process
of testing for hedge effectiveness under the
accounting statement FAS133



Cash-Settled Futures

e Futures markets serve several important roles in the
economy, yet some commaodities do not lend
themselves to physical delivery.

» Good examples: feeder cattle, hogs, fresh boneless
beef, milk

* In these cases, futures exchanges have opted for
cash settlement in place of physical delivery



Cash-Settled Futures, continued

 In order to be successful, these futures require an
unbiased cash market price index for settlement

* Non-public price indices have been tried, but the
perception that these are not unbiased caused
distrust and hurt trading volume.

« USDA price collection process Is transparent to
users, thus producing a higher level of confidence
among market participants.



Mandatory Price Reporting

* Price discovery Is an important social benefit of
markets

e For centralized markets (e.g. grains) market prices
are easily observable, but for decentralized markets
(e.g. meats) price discovery is more troublesome.

 Mandatory price reporting has improved price
discovery in the beef market. Selective reporting Is
no longer an issue.

* MPR has enhanced formula-pricing in cash beef
markets



Mandatory Price Reporting, continued

 Mandatory price reporting has opened up the
possibility for new cash-settled futures contracts on
beef cutouts, primals or even sub-primal cuts.

 Mandatory price reporting has been a boon for
analysts and other data users. It has generated a
wealth of price and volume information that would
not have been available under voluntary reporting.

 Price discovery In the pork market is at an all-time
low. Perhaps MPR for pork is a solution.



Wish List

* Would like to see all of the data published by USDA
accessible through a centralized database,
preferably over the Internet.

 More aggregate information would be useful:
monthly weighted prices, quarterly, etc.

 Better information on export trades for the meats

* More frequent updating of yields for use Iin
calculating aggregate meat values, e.g. pork cutout



Summary

« USDA Market News data Is a very important input
Into private sector efforts to understand markets

 Information originating from USDA sources tends
to have better credibility than data from non-public
sources

 Mandatory price reporting is justified In
decentralized markets—It can improve efficiency

e Futures markets will become increasingly
dependent on cash settlement and USDA Is the
preferred source for data to build indices



