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SUPPLY & DEMAND

The beef cutout value fell last week in a seasonal pattern as
buyers had largely completed ordering for tomorrow’s July 4!
holiday the week before last. Rib, loin and brisket prices
softened, while heavy ground beef featurmg at supermarkets
help keep prices stable of the July 4™ BBQ staple. The beef
comprehensive cutout value, an average of wholesale values of
cuts, ground beef and trimmings (see price graph below),
approximately 10% below year-ago levels, and in-store July 4
beef promotions in the US have been active. Live fed cattle
prices drifted lower for the 3" week in a row following the
release June 23" of USDA’s latest monthly cattle-on-feed (COF)
report. On June 1, the number of cattle in large-scale feedlots
totaled 11.553 million head, up 4% from a year-ago and the
highest level recorded since the USDA began reporting the
series in 1996. In addition, the COF report showed more
placements than expected of cattle into feedlots during May.
Supplies of market-ready fed cattle should remain plentiful
moving forward, but the harvesting activity of plants continues to
be robust given good domestic and export demand. Additional
Canadian import duties of 10% were place on cooked US beef
items on July 1, but were not expected to impact overall exports
because of the small size of that category of trade. A similar
25% retaliatory duty could be placed on Chinese imports of US
beef this Friday July 6", but with less than 0.5% of total US beef
exports moving to China, the direct impact on trade volumes
should be minimal.
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Beef Choice Beef Cutout Value: 2/7/2018 — US$211.88/cwt. (-3%

from 25/6/2018)

Despite fear over trade, the pork cutout moved higher last week
due to surging belly prices. All primal values moved higher this
week except for ribs, where July 4" buying had largely been
completed by last Friday’s close. Although still priced lower than
a year ago, belly values have been seasonally increasing for the
last 8 weeks, and are now at the highest level since last August.
Even ham values managed to gain despite facing higher duties
from two main markets, China and Mexico. The big market
news last week was the release of USDA’s quarterly hogs and
pigs report. The report showed that the breeding herd on June 1
had jumped 3.5% year-on-year, a much larger number than had
been expected and a sign that a much larger supply of market
hogs could be coming during Q4. USDA is currently estimating
that US pork production will increase 4.4% this year, but
analysts will be closely watching next month’s forecast to see if
the agency revises that forecast upward. Year to date U.S. pork
production is up 3.5% from the pace of last year, and slaughter
numbers are up 2.7%. Following this week’s holiday period,
slaughter numbers should start to move higher in the next 4
weeks.

Hog Carcass Cutout Value: 2/7/2018 — US$86.65/cwt. (+3% from
25/6/2018)

MARKET MAKERS

In a major food industry acquisition, Conagra Brands has
announced that it will buy Pinnacle Foods for $10.9 billion.
Although neither company has red meat slaughtering facilities,
both companies are involved in the meat business through their
production and marketing of branded meat shacks and frozen
meal entrees. Pinnacle sells frozen meal brands like Birds Eye,
Duncan Hines, and Hungry-Man. Despite media reports that
market-driving millennials are now seeking more fresh and
healthy choices, sales of frozen prepared foods have been
growing. Conagra markets meat-heavy frozen food brands
including Healthy Choice and Banquet, as well as meat snacks
like Slim Jim.

MOVING AHEAD

Although market analysts called last week's Hogs and Pigs
report bearish, the upward movement in the pigs-saved-per-litter
metric demonstrates the progress American pig farmers have
made in increasing industry productivity. The average pigs
saved per litter reached a record high of 10.63 for the March-
May period, compared to 10.55 last year. Analysts note that the
increase in the scale of US hog farming has strongly correlated
with sow productivity. In 1994, the average number of pigs
weaned on operations with less than 5,000 head was 8 head.
The average number weaned on all operations was 8.19 and
the average on operations with 5,000 or more head was 8.73.
Ten years later, productivity had increased on farms of all sizes,
with operations raising 5,000 or more head weaning 9.97 pigs
per litter while the national average was 9.93 pigs per litter and
operations with less than 5,000 head weaned 9.41 pigs per
litter. Since 1990, the number of farms with hogs has declined
by over 70 percent, as individual enterprises have grown larger.
This has worked to increase the average productivity long-term
trend line across the entire industry; average litter sizes rose
47% from the 7.2 pigs in 1980 to 10.6 pigs in 2017, making an
average annual gain of 1.3%. To be sure, there have been
down years; the effects of Porcine Diarrhea Virus (PEDv) in
2013 and 2014 saw the average number of pigs per breeding
animal decline.

TRADE

Hong Kong’s 2018 beef import surge continued in May as
Brazil’s reliance on the territory and China continued following
the Russian ban on its beef and pork imports last November.
Jan-May total HK beef imports increased 43% to reach 365,246
tons, led by the 62% increase from Brazil (204,483 tons). Jan-
May imports from the U.S. were up 24% to 63,434 tons and
from Australia up 27% to 13,707 tons. Total Jan-May Brazilian
beef exports are up 18% to over 606 thousand tons, with China
and HK occupying the #1 & #2 export destinations.

Hong Kong's Beef & Variety Meat Imports
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