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SUPPLY & DEMAND TRADE

Boxed beef prices drifted seasonally lower on tepid mid-summer
demand, and cattle prices eased as well. Mid-July is one of the weaker
period for beef movement as high temperatures keep people indoors
or in pools, lakes and the beach. Average values for ribs, loins and
briskets all fell noticeably last week. Movement of boxed beef is still
decent given the high harvest levels, but live fed cattle prices have
come off their early May highs by approximately 12%. Live prices have
seesawed through the early summer, in part due to uncertainty over
trade policy and exports. That said, the market was somewhat buoyed
last week from May U.S. beef export numbers, which were the highest
in history (value) for any single month (see TRADE next column).
Looking ahead, analysts believe that a large number of cattle were
placed into feedlots during June, setting up expectations for a high July
1 cattle on feed number. USDA’s next report should be released at the
beginning of next week, and it should continue to show record cattle-
on-feed numbers. The futures market expects cattle prices to fall
moving into August, but analysts are split between the optimistic view
that domestic and foreign demand for U.S. beef remains strong, and
the pessimists that see more challenges ahead as the industry moves
larger volumes of fed cattle through the beef supply chain pipeline.
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Beef Choice Beef Cutout Value: 16/7/2018 - US$203.76/cwt. (-2%
from 9/7/2018)

The pork cutout moved lower last week as increased production, new
import tariffs by Mexico and China , and the mid-summer seasonal
demand slump weighed on the marketplace. Only average belly values
managed to gain last week, while hams ground lower based on fears
over slackening export demand. On July 10, the ham primal
experienced the largest single day decline since early March losing,
$4.18 per hundred pounds from the previous day. Hog futures dipped
to new lows mid-last week before rallying on Thursday and Friday.
Uncertainty continues to grip the pork market as almost 40% of pork
exports are to markets where new retaliatory duties are in place.
Iowa State University has calculated that producers have lost almost
US $2 billion, or $18 per hog, since early March when trade war
rhetoric started to ramp up. Producers are now operating in the red.
Live weight prices for 51-52 percent lean carcasses are expected to
average about $49/cwt. in the third quarter of 2018 before dropping
sharply in the last quarter to near $40. Current estimates of costs of
production are near $50; estimated losses for the July-December 6-
month period could average $25 per head. Current estimates of total
average losses for the calendar year of 2018 are estimated at $10 per
head and $12 per head in 2019. Producers will get some help from
lower input costs, especially soybeans as prices move lower due to
additional Chinese import duties on beans. U.S. soybean prices
dropped to near-10-year lows last Friday, with soybeans for
November delivery dipping to $8.26 a bushel, the lowest level since
late 2008. Prices have fallen nearly 20% since March. A finishing hog
will consume over 100 pounds of soybeans as part of its rations.

Hog Carcass Cutout Value: 16/7/2018 - US$83.37 /cwt. (-2% from
9/7/2018)

The trade story continued to dominate livestock market movements
last week as the U.S. administration announced it will place an extra
10% duty on US $200 billion in Chinese imports as early as August 30.
Interestingly, the 200-page list of targeted items include fresh/frozen
pork and beef offal, even though there is no veterinary protocol
allowing imports of such items from China. However, other
agricultural and food products that China exports to the U.S. in large
quantities are listed, including many seafood products ($2.68 billion
exports to U.S. in 2017), and fruits and vegetables. The U.S. product list
can be found at https://ustr.gov/sites/default/files/301/2018-
0026%20China%20FRN%207-10-2018 0.pdf. China issued a
statement that it would retaliate, but has yet to publish a list of
targeted items. The impact of the unfolding trade battles on U.S. meat
exports still appear minimal, but delays in the release of data make a
‘live’ assessment difficult. U.S. trade data for May was just released
and showed total US beef and pork exports (volume, and including
variety meats and processed products) up year-on-year by 10% and
3% respectively. With the exception of pork exports to China and HK,
where trade was down anyway due to recovering domestic production
& lower total imports, U.S. red meat exporters have enjoyed strong
Asian demand (see graph below).

Year-on-Year Changes in US Beef & Pork Export
Volumes to Key Asian markets (Jan-May 2017-2018; metric tons)
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Weekly export and export sales data is available through July 5t, and
while it is showing some slowdown in the pace of sales and shipments,
total export numbers are still trending at a similar pace to that of the
last several years (see graph below). China and Mexico have
implemented additional duties on pork & pork variety meats of 50%
and 20% respectively, and the biggest impact is likely to be on price-
sensitive variety meats; 55% of U.S. pork v-meat exports are shipped
to these 2 markets. Unfortunately, USDA’s weekly export data does
not include variety meats, and it will be at least a month until the
impact can be assessed from monthly trade data.

w2014

Weekly U.S. Pork Exports
2015

w—tr—2016
2017

2018

X =

oJA,

Metric tons

& h\‘b

& N & & Nd N
B\ BN RS

Surging U.S. pork sales to Korea have somewhat offset the declines to
China and Hong Kong. And through May, U.S. pork exports to Mexico
were still taking place at a blistering pace, up 6% from the record pace
of last year. Colombia is also emerging as a major export destination
for U.S. pork. On the beef side, China’s additional 25% duty on beef
that was implemented July 6t is expected to have a minimal impact on
the U.S. industry, but analysts are watching the pace of shipments to
HK, the USA’s 4th largest overseas market.
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