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The USDA's first report of the 1977/78 crop which begins December lst is summarized in
| the table above. :

Production of mids. navels, and valencias is expected to total 164 mln. boxes, down

13.9% from last year. Temple production is estimated at 5.2 mln. boxes vs. 3.8 mln. last year.) : -

| Yield is estimated at a somewhat surprisingly high 1.28 gals. per box vs. the general concen-
sus of l1.25:gals. to lower and last year's frost reduced low of 1.07 gals.

.The'maz;ket" s response to the USDA's report has been decidedly negative thus far. In
our opinion the current shakeout is simply that; ie. nervous weak longs surrendering their
positions to equally weak shorts. We see no signs of distribution.

--All told, we: view the USDA's report as being definitively positive. The crop is small

‘to the extent that the onus now shifts to the demand side of the equation to derail this major
bull market.

We assume the following: .
. .a) Processors will attempt to ration demand so that they will have a "comfortable" in-
‘ventory ‘position at the end of Nov, '78. Obviously this year's ending stocks of 32.0 mln.
gallons are "uncomfortably" low while last year's ending stocks of 53.7 mln were "uncomfortably
high. We define "comfortable then as
‘being the mid range; 42.5 mln. gallons. (sss
b) Although total consumption is chanaed
a combination of movement of FCOJ into
institutional (hospitals, restaurants,
etc.), bulk (chilled juice etc.) and
retail channels we are using retail , 20
movement, or the movement of 6 oz. tins
into supermarkets as the proxy for con- 15
sumption. While this might be slightly
simplistic, it is also conservative in- 10|
sofar as there already exists a trend
.toward increasing use of chilled juice ] s
as retail movement slackens.
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In order for next year's carry-
out to total 42.5 mln. gals., movement -
can only total 171.8 mln. gals. or 15%
less than this year. In order.for ]
movement to be contained to that degree
price must perform a rationing funection.
The accompanying chart plots the elas- . o o sovemant
ticity of movement since 1972/73. all e s 05 B IR rereent e
prices, prior to being plotted in terms
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of percentage changes, have already been adjusted by the wholesale price index in order to
reflect constant values.

We conclude that in order for next year's carry-out to total a "comfortable" 42.5 mln.
gals., the wholesale price for a dozen 6 oz. tins, presently standing at $3.05, will have
to average $3.22 which, when adjusted for an expected 8% rate of inflation, equals $3.48.

In order to translate 348¢ into a futures equlvalent we make one final assumption: that
profit margins will shrink as cash prices for concentrate advance. The ratio of the wholesale
price to the price of the nearest futures contract at the time that the wholesale price was
changed indicates this trend is already established. Last January's pre-freeze wholesale
price was 400% the value of the January contract while, by August, the wholesale price was

Jjust 250% the value of the September contract. We feel.the ratio can shrink to a very con-
servative 225%.

Our conclusion then is that futures can average 155, and have the potential to achieve a

dizzying high of 185. And this, of course, discounts the possibility of a freeze in January
or a drought in the spring.

We favour purchase of the deferred contracts - March and May.

Place stops at 105.00
basis January.
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The very large drop in Federal Reserve Bank credit of
almost $8 bln. for the week ended Oct. 12, '77 indicates that
the Fed may have finally hit on the proper funds level. If
these figures are not immediately reversed this coming week,

. money supply growth should come back into target.
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fAll statements made herein, while not guaranteed, are based on information considered
reliable and are believed by us to be accurate.

bavid B. Rothberg
Albert D. Friedberg




