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SUPPLY & DEMAND

The beef cutout ended lower last week as seasonal weakness in
beef demand slowed activity in the wholesale boxed beef market.
The cutout decline was led by weakness in the average primal
prices for briskets and thin meats (plates and flanks). Still, despite
larger production, the average beef cutout value remains about
10% higher than a year ago. Cattle futures advanced last week,
surging on Friday on optimism about overall strong demand and
possible major changes in red meat trade flows due to the African
Swine Fever detection in Western Europe (Belgium). Analysts
note that retailers normally pull back on the featuring of middle
meats during September and October. Retail meat observer Urner
Barry noted that pork and chicken promotions at supermarkets
last week were on the increase; September is national chicken
month, encouraging poultry featuring. Optimists cite stable cattle
weights as evidence that feedlot operators have been able to
market their animals steadily to plants, with recent fed cattle
carcass weights hovering near the levels of a year ago and the
same time in 2016. Analysts also note that this spring’s (March &
April) placement of feeder cattle into lots this year was modest,
and the placement mix in May and June contained a higher
proportion of lighter weight cattle, two trends that should help
market imbalances from building into the fall. Nevertheless, USDA
is predicting a large increase in Q4 beef production (see GRAPH
below).
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Beef Choice Beef Cutout Value: 17/9/2018 - US$206.04/cwt.
(-2% from 31/8/2018)

The pork cutout received a boost last week as Hurricane Florence
saw several large pork plants in the Southeast implement
precautionary work stoppages. Live hog prices and futures moved
sharply higher after a case of African swine fever was confirmed in
Belgium, its first case since 1985 and the first in Western Europe
in many decades. Korea, Japan and China have implemented
trade bans on Belgium pork imports, raising prospects for more
demand for U.S. products. Belgium exports small volumes of pork
to Asia, but the outbreak raised concerns about the prospect of
ASF detections in major neighboring pork producing powerhouses
like Germany and France. Another factor influencing markets last
week was USDA’s revised corn production forecast, which
predicted higher output, record yields, higher stocks and lower
prices. After the report’s issuance, corn prices plunged 3.4% to
$3.54/bushel. If USDA’s forecast is correct, this year’s corn crop
would be the 2nd highest on record.

Hog Carcass Cutout Value: 17/9/2018 - US$76.02/cwt. (+13%
from 31/8/2018)

ACTIVITIES:

FHC, Shanghai : Nov 13-15, 2018

MOVING AHEAD

During the 3rd week of August, the spot or negotiated price of
barrows and gilts sold to packing plants fell below US $ 0.40/1b.
(US $0.88/kg.) for the first time since 2016. The August monthly
average price was US $0.43/lb., 41% below year ago levels. But
what do these prices mean in terms of profitability and financial
sustainability of producers? For fattened hogs sold in August,
Iowa State University estimates that producers lost US $40 per
head on average during the month. These calculations are based
on spot prices and costs of inputs. Modern hog marketing
arrangements have moved away from pricing hogs on the
negotiated or spot market to other formulas, such as basing prices
upon the wholesale value of the meat sold (i.e. the carcass cutout
value), pricing derived from the value of hog futures, or pricing
based upon the cost of inputs (i.e. mostly feed). The volume of
barrows and gilts sold on a spot basis during the summer quarter
of last year was only 4.4%, indicating alternative schemes are now
the main drivers for pricing. According to the Daily Livestock
Report (DLR), in the current quarter, approximately 47% of live
hog selling arrangements are based on formulas linked to
wholesale pork and pork product prices. Selling on these formulas
would have netted an average premium of US $ 0.07/Ib. (live
weight basis) premium over a spot sales agreement. This year,
selling hogs based upon production cost factors is a trend; in the
most recent 2 month period, 34% of hogs sold used this method
compared to 27% last summer. Selling hogs using production cost
formulas would have netted an average premium of US $ 0.17/1b.
over the average value of a spot transaction.

TRADE

Despite facing significant tariffs from China (62%) and Mexico
(20%), U.S. pork exports through July are still running 2% ahead of
the pace of last year in volume terms and are up 3% in value.
Mexico upped its duties to the current 20% level on July 5th, while
China added on July 6 an additional 25% duty on the first 25%
retaliatory duty addition implemented April 2nd,  While pork
exports to Mexico dipped slightly in July, and were the lowest
monthly volume so far this year, year-on-year growth earlier this
year meant that through the 7t month of this year, pork exports
volumes south of the border are still up 3%. Export velocity to
Mexico has been maintained through lower pricing; ham values
are approximately % lower than year ago values, driving live hog
values deeper into the red as described in MOVING AHEAD column
above. Mexican processors have more limited short term options
for sourcing fresh hams from alternative suppliers. However, July
2018 US pork exports to China, including variety meats, were 38%
below those in July 2017, evidence that the tariffs are curtailing
trade, and despite lower prices. Despite being the largest pork
supplier to China, the US market share of 19.5% in Q1 of this year
is evidence that China has more options for pork supplies,
especially from the EU, but also Brazil; the latter’s pork exports to
China were up 217% during the 1st 8 months of this year. Mexico
and China accounted for approximately 43% of total US pork

exported during the 1st 7 months of this year.
U.S. pork exports higher to m
markets through July 2018
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