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SUPPLY & DEMAND MOVING AHEAD

The USDA Choice and Select beef cutouts inched higher last week
as aggressive retail beef promotions (see MOVING AHEAD next
column) and a slightly lower harvest stabilized summer market
softness. Cattle futures rallied last week, giving confidence to
feedlot operators to raise their live fed cattle offer prices.
Opinions remain divided over the short term direction of the
market. Last Friday’s USDA Cattle on Feed report showed that
there are still ample supplies of market-ready fed cattle available,
but some believe that feedlots have worked through a large
number of animals and remain very current. They cite the latest
USDA carcass weight data for the week ending July 7 showing
average fed steer dressed weights are now only 1 pound above a
year ago at 867 pounds (393 kgs.) and 2 pounds below the 5-year
average. Other analysts see processors trying to slow down
harvest in order to provide firmness (and decent margins) to the
boxed beef market, which seasonally should remain weak through
early August. The cattle on feed report showed July 1 feedlot
inventories 4% higher (at 11.3 million head) than the level of a
year ago, a number in line with pre-report analyst estimates. More
talk last week was devoted to USDA’s biannual cattle inventory
report, which showed that on July 1, the total U.S. cattle herd of
103 million head was 1% larger than a year ago, but that the
number of beef cow replacement heifers kept for breeding fell
2.1% from last year’s level. The drop was viewed as evidence of a
slowdown in the expansion of the U.S. cattle population.

Beef Choice Beef Cutout Value:23/7/2018 - US$204.82/cwt.
(+1% from 16/7/2018)

The pork cutout closed last Friday 2% softer than the previous
week, and 20% down from last year. All average pork primal
values moved lower except the ham primal, which ground higher
despite negative trade news. The picnic primal had the steepest
drop (-10%), followed by loins (-3%), butts (-2%), ribs (-1%), and
bellies (-1%). Despite the slight firming of prices last week, ham
prices remain a bargain, with heavy bone-in ham values averaging
33% less than a year ago. Last week’s 2.382 million head harvest
number was large, but there is concern over even larger numbers
in the months ahead. After dropping by 3% the previous week,
live hog prices (carcass basis) were down 8% last week to
$68.07/cwt (U.S. $1.50/kg.) last Friday. Futures contracts also
closed lower last week. An analysis in the July 16 Daily Livestock
Report suggests that live hog prices would probably be even lower
if were not for the additional packing plant capacity that has been
added over the last year. Processing margins (wholesale cutout
price versus live hog price) have declined by US $20.44 per head.
In short, the price plants have been paying to buy market-ready
hogs has not declined as much as the wholesale price of meat,
including offal.
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Beef is a bargain to US consumers this year, with average retail
beef prices - as measured by protein market analysts Urner Barry
- at US $5.80 per pound, the lowest in 4 years. Prices are 11%
lower than a year ago, and at a time when the economy is strong,
with firming wages and almost full employment. Low prices and
increasing production is incentivizing retailers to promote beef
much more aggressively than in recent years. Urner Barry (UB)
publishes a weekly National Feature Activity report that scans U.S.
supermarket prices in several key urban U.S. grocery markets (a
sample of the latest report can be found at
http://library.urnerbarry.com/features/2018/nfa0716.pdf),
including Los Angeles and Chicago, among others. The report
indicates the retailer’s method of promotion, such as utilizing
bonus cards, two-for-one sales or coupons, and gives pricing of
featured items; for example, during last week, the report lists retail
giant’'s Safeway’s promotion of bulk-packed bone-in choice
striploins for US $5.97/1b. in the Seattle area. UB noted early this
week that steak features account for roughly half of current beef
promotion ads, with ground beef and roasts garnering smaller
shares. Summer sees steak demand wane, and current middle
meat promotions will likely see consumers enjoying the lowest
retail prices for these categories of items this year. Looking at the
overall protein retail complex, beef faces stiff competition from
both pork and chicken. UB calculates that current pork and
chicken prices, across a range of cuts, are averaging $3.87 and
$2.84 per pound respectively. UB’s seafood retail index is the
highest among proteins however, at $7.71 per pound. A Wall
Street Journal article last week noted that with production of all
proteins increasing, beef competitors pork and poultry were
aiming to capture a growing share of the ground patty market,
where ground beef is the undisputed market leader, accounting for
U.S. $10 billion of the $12 billion ground meat market. The report
noted that sales of ground pork, turkey, salmon and tuna, plus the
newer plant-based burgers, are growing faster than that of ground
beef, and that major companies such as Tyson and Hormel are
investing significantly in non-beef ground meat options.

TRADE

Last week saw more significant trade news. While the U.S.
announced that tariffs could be placed on almost all of China’s U.S.
$500 billion of imports, the European Union and Japan inked its
new Economic Partnership Agreement (EPA). The EPA will see EU
suppliers realize market access conditions similar to those that the
U.S. negotiated under TPP. Concessions include Japan’s lowering
of import duties and maximum duty payments on fresh and frozen
pork, and an elimination of the gate (minimum import) price on
processed pork. Japan will also phase out all duties on EU ground
seasoned pork imports, a 138,000+ ton market worth almost US
$400 million. The same concessions will apply to U.S. competitors
Canada and Mexico, both members of the CPTPP. The CPTPP
could see implementation begin next April as well. USMEF has
estimated that under the scenario where CPTPP and the Japan-EU
agreement are implemented on April 1, 2019 and the U.S. has no
agreement, annual losses to the U.S. pork industry could reach
more than $600 million by 2023 and $1.02 billion by 2028. The
U.S. share of Japan’s pork imports has already been trending lower,
dropping from 44% in 2012 to 34% in 2017. U.S. pork exporters
are particularly concerned about the further erosion in share of
chilled pork shipments to Japan, which account for roughly 16% of
tall total U.S. pork exports (value). U.S. market share of Japan'’s
chilled pork imports has already slipped from 70% in 2012 to just
53.5% in 2017.
ACTIVITIES:

Restaurant & Bar, Hong Kong: Sep 4 - 6, 2018
FHC, Shanghai : Nov 13-15, 2018

Web: www.usmef.org.cn
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