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SUPPLY & DEMAND

Strength in the rib, loin and brisket primals helped the cutout edge
2% higher last week, the 3rd consecutive week of gains. According
to last Friday’s USDA Cattle on Feed report, the 4.6% increase in
the Aug. 1 inventory meant that there were 11,093,000 cattle in
feedlots at the beginning of this month. This is the highest August
number since USDA reporting began in 1996. Although the
number of cattle on feed has dropped since July 1, last Friday’s
report was seen by analysts as somewhat bearish. Last week’s
firming of middle meat prices is a sign that consumers may
consume more steaks this Labor Day (Monday September 3rd), the
result of enhanced consumption likely driven by the strong
economy, low unemployment and tax cuts. Steakhouses in the U.S.
are doing robust business, and some analysts see anecdotal
evidence that patrons of fast food outlets are showing more
interest in beef rather than chicken items. Although front end
supplies of fed cattle are ample, harvest weights remain about
even with last year, a sign that the fed cattle pipeline is flowing
smoothly. Year to date U.S. beef production is up 3.1% from last
year and slaughter is up 2.8%.
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Small gains in butt and sparerib values, related to demand for this
coming long three day Labor Day weekend, could not offset losses
among other pork primals, causing the cutout to drift lower last
week. In eight weeks, the cutout has dropped from the US
$81.68/cwt (100 pounds) level recorded on June 22nd to US
$55.78/cwt. registered at the end of last week. U.S. pork
production in July was record high for this month, pressuring
wholesale meat prices. Tariffs and increased domestic production
continue to hammer U.S. pork exports to China; through August
16, U.S. pork muscle cut exports to the U.S.’s 3rd largest market
were down 59% from the pace of a year ago, and 80% from 2016.
Hams remain very attractively priced, and although butt prices are
running similar to those of last year, picnic prices have not enjoyed
their normal seasonal bump (see GRAPH below.) Average live
Iowa market hogs are averaging US $ 0.86/kg., 44% below a year

ago.
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MARKET MAKERS

Over the last few weeks, there have been several acquisitions and
transactions by major pork processing companies. Hormel Foods
will sell its Fremont Nebraska pork processing plant to a newly
formed collective of 200 pork producers called WholeStone
Farms LLC. Hormel has stated that it and WholeStone have a
multi-year strategic supply agreement in place so the plant will
continue to be an integral part of the Hormel supply chain.
Mitsubishi Corporation’s Indiana Packers Corp. (IPC), has
agreed to acquire Kentucky based ham and processed deli meat
manufacturer  Specialty Foods Group LLC (SFG -
https://specialtyfoodsgroup.com/brands/).

MOVING AHEAD

As we have noted in previous issues, trade friction has yet to dent
the torrid growth of U.S. beef exports this year. Through August
16, weekly data shows U.S. beef shipments (muscle cuts) running
16% above the pace of a year ago. The value of beef exports
however is up 23%, in part due to strong demand and a
willingness of foreign buyers to pay high prices for cuts such as
short ribs, where USDA’s reference prices show prices running
over US $1.00 Ib. higher than the most recent 5-year average (see
graph previous column). Growth to the Asian markets has
accounted for almost all of the export gains in short rib sales over
the last few years. It is difficult to estimate the total volume of
short ribs exported because the item can be shipped either
boneless, preferred by Japan and Taiwan, or bone-in, preferred
by Korea and Hong Kong. Short ribs constitute the lion’s share of
U.S. bone-in beef exports, and through June, U.S. bone-in (frozen)
beef exports are up just under 3%, with a modest rise to Korea just
offsetting a decline in shipments to Hong Kong. Bone-in products
accounted for about 19% of total U.S. frozen beef exports (volume)
through the 1st half of 2018. Of the bone-in trade, approximately
2/3rds was destined for Korea, a major market for bone-in short
ribs used in the preparation of traditional Kalbi, or grilled short
ribs.

TRADE

Larger global pork production coupled with new duties on U.S.
pork exports has resulted in lower hog and pork prices among
major producers and suppliers, and a contraction in global pork
trade volumes. Shipments of pork & variety meats by top
exporters were collectively down 2% in the first half of 2018 to 3.9
million tons. Exports from the EU were down slightly (1.7 million
tons, -1%), but counter intuitively, pork exports from the U.S. were
up slightly (1.2 million tons, +1%) while exports were lower from
Canada (584,840 tons, -3%) and Brazil (274,640 tons, -18%) but
increased from Chile (98,054 tons, +11%). Although the volume
reduction in the international pork trade has been modest, pork
prices have fallen much more. In July, prices in Brazil were down
24% from last year; Chilean prices were down 18%, the U.S. and
the EU each down 15%, Canada and China each down 13%, Korea
down 11%, Taiwan down 8%, Mexico down 5% while Japan prices
held basically steady. In short, U.S. competitors - as of July - had
yet to see higher hog prices due to the retaliatory tariffs on U.S.
pork by China and Mexico.
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