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The USDA Choice beef cutout closed lower last Friday as seasonal
weakness in middle meat demand brought down average
wholesale prices. Higher grading percentages are also causing
some weakness in the USDA Choice complex. Through late June,
71.4% of fed beef production graded Choice compared to 71.9%
for the same period last year. Only 17.7% graded USDA Select,
compared to 18.2% last year, and 7.5% graded Prime, compared to
5.6% last year. Year to date, fed beef production is up 2.7% with
Choice beef production up 2.1%. Prime beef production is up
significantly. Loin and rib primal values have been moving lower
for the last four weeks; values of steak cut items seasonally
increase in the late spring, before moving lower in the summer.
Live cattle prices moved sharply higher last week with packers
searching for cattle in advance of what is likely to be a large
harvest week this week.

Beef Choice Beef Cutout Value: 9/7/2018 - US$206.92/cwt. (-2%
from 2/7/2018)

After increasing since early May, the pork cutout closed lower last
Friday, dropping 1% from the previous week to $0.86/Ib. Rib and
ham primals dropped significantly week-over-week, with ribs
down 12% and hams down 8% week on week. Pressure is coming
from weakening ham values in part due to new China and Mexico
duties. On July 5th, Mexico added an additional 10% tariff on US
pork imports, doubling the total import duty to 20%. The next
day, July 6th, China added an additional 25% duty bringing the
total tariff to 62%. Last week, heavy bone-in ham USDA reference
values dropped 9% or -6 cents/lb. to US $0.54/1b., the lowest level
since mid-May and down 32% from the level of a year ago. Heavy
bone-in ham prices generally move seasonally higher from early
April to mid-May, and then seasonally increase again starting in
mid-June. But this year, prices trended lower through the month
of June and then dropped significantly last week (week ending July
6). Looking ahead, the price spread between summer hogs and fall
futures has been wide, with October futures trading at a US
$16/cwt. discount to the August contract. The market is thus
betting that the average value of lean hogs will fall almost 22%
within a 2-month period. According to the Daily Livestock Report,
the rally in summer hog and pork prices is the result of a
combination of seasonally lower slaughter, lower hog weights, and
strong domestic demand. As we have noted in recent weeks, belly
values have shot higher, but analysts note that freezer stocks of
bellies - the result of buyers taking advantage of lower prices
earlier in the year - are 94% higher than a year ago (but about the
same as the 5-year average). Another indicator of firm demand is
the high price of 42% chemical lean pork trim. AMS reference
prices mid-last week indicated that this grinding material was
valued just a penny or two below the price of bone-in loins.
Numbers from the USDA Hogs and Pigs report of several weeks
ago continue to scare analysts who believe that large supplies of
market ready hogs will have to hit the market in the 3rd and 4th
quarters.

Heavy Bone-in Hams €29

$/1b.
$0.90 —==C

so.85 e e
$0.80 A
s0.75
so.70
$0.65
so.eo ¥
$0.55 |
$0.50
s0.45
s0.40

. ---s-yearavg

Source: USDA/AMS, 23-27#

Hog Carcass Cutout Value: 9/7/2018 - US$85.39/cwt. (-1% from
2/7/2018)
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Although the top 5 U.S. beef and pork companies account for
approximately 78% of total cattle and hogs processed in the U.S,,
rising incomes, greater food experimentation by millennials, and
consumer cravings for ‘natural’ and ‘local’ is driving investment
into “craft meat” production, according to a new report by
investment bankers Browns Gibbon Lang & Company (BGL).
The report cites a number of major acquisitions of small and
medium size natural and artisan meat players, including Japanese
trading giant Marubeni’s purchase of Creekstone Farms, meal kit
provider Blue Apron’s investment in BN Ranch, and Hormel
Foods’ takeover of charcuterie processor Columbus
Manufacturing as examples of the mainstream meat industry’s
interest and attraction to artisan meat trends. BGL reports expert
estimates that the U.S. market for grassfed beef in 2017 reached
$4.0 billion in retail and foodservice sales, accounting for about
4% of the total U.S. beef market. Other analysts have cited annual
growth rates of 25-30% in the grassfed beef market at retail,
which if sustained, would propel market penetration to 30% by
2027. New artisanal meat producers such as Farmer Girl Meats
(https://www.farmergirlmeats.com/) are attracting investor
attention, as well as new full service head-to-toe butcher shops
like Grass & Bone in Connecticut and Publican Quality Meats in
Chicago. Many of the new butcher stores operate as restaurants as
well. The gourmet burger trend continues to grow sharply,
providing fertile ground for specialized burger & sausage
manufacturers such as Mighty Spark Food Co. to flourish
(www.mightysparkfood.com). Want to own the cow before you
see it in burger form? Buy one with your friends on
www.crowdcow.com.

TRADE

Korea’s pork imports through May are up nearly 15% to over
263,000 tons, a record pace. US shipments are up over 31%,
giving the #1 supplier a 36% market share so far this year.
Shipments by #2 supplier Germany are slightly down, the result
of more or less steady EU pork belly imports. Overall import
tonnage growth is being driven by larger purchases of U.S.
picnic/Boston butts, but also higher imports in the smaller cut
categories as imported pork finds new markets on restaurant
menus and home meal replacement offerings. Despite higher
imports, Korea’s hog carcass prices have been trending seasonally
higher for the past 6 weeks and in mid-June were down just 3%
from year ago levels, averaging US$2.32/Ib. Korea’s hog slaughter
in Jan-May was up 5% reflecting the producer profitability-driven
expansion. Still relatively strong hog prices and big import
volumes indicate Korean consumer demand remains a key driver,
with record-setting per capita consumption continuing.
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EN s 215 1,031 381%
P others 844 2,303 173%
| Collar butt ~ [IENVES 4,450 4,274 -4%
P others 14,810 19,936 35%
U.s. 58,760 82,157 40%
butt
P others 15,732 25,966 65%
Ham [VES 493 1,773 260%
P others 181 1,187 557%
us. 4,458 3,786 -15%
P others 77,401 78,433 1%
[ Rib VS 599 887 48%
P others 1,600 3,842 140%

Source: USMEF Korea & Korean Quarantine data
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