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SUPPLY & DEMAND

The beef cutout moved lower last week, with weakness seen across
all primals. As of last Friday, domestic buyers were still working off
holiday inventories. Prices normally firm in mid-January as holiday-
shortened production creates supply constraints, but so far this
year, this seasonal firmness has not materialized. Chuck and round
demand usually helps the cutout firm in January, but end meat
movement has so far been weak (see graph below). Cash cattle
markets were relatively inactive last week, and fed cattle prices
closed last Friday in line with the previous week. While the market
remains somewhat lackluster, packers and distributors are pleased
about the high quality beef they are processing. In the latest
reporting week (last full week of December), over 82% cattle that
were USDA graded reached the USDA PRIME and CHOICE level,
equaling the record set earlier in the month, Industry analysts
expect grading to continue to set new records this year as higher
quality genetics are resulting in improved animals. The increase in
the genetic improvements was accelerated by the drought of 2010-
2012, which saw producers cull lower performing breeding cows.
USDA expects another year of increased beef production this year
(see MOVING AHEAD next column), but the high rate of herd
expansion that began 5 years ago has started to moderate. If the
strong export demand of last year persists this year, analysts
believe that cattle prices could remain near this year’s level despite
the forecasted output increase.
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Beef Choice Beef Cutout Value:

(-1% from 7/1/2019)

—
14/1/2019 — US$212.02/cwt.

The pork cutout moved higher last week based on a sharp increase
in primal belly values. Compared to the previous week, the belly
primal ended last Friday +7%, while hams moved higher by +3%.
Boneless butts dropped 4%, and butts are now valued over 20%
lower than the same period last year and are sitting at the lowest
level since March 2016 (see chart below). Live hog prices gained
last week and futures markets are trading at a significant premium
to cash values, and despite forecasts for sharply higher production
this year. The market believes a solution may be in sight for the
current trade friction with China.
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Hog Carcass Cutout Value: 14/1/2019 — US$71.19/cwt.
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MOVING AHEAD

The U.S. meat processing industry enjoyed a record year in 2018,
despite an abundance of beef, pork and poultry and the implementation
of additional import duties by major export markets China and Mexico.
Meat processors, at least those that are publicly traded, reported record
financial results, and Tyson Foods became the 1% company ever to
report beef-derived income over U.S. $1 billion. Consumption and
exports were strong, driving these profits, but what are analysts
forecasting for 2019? On the supply side, the U.S. will again be awash
in red meat and poultry. USDA is currently estimating that total beef,
pork, lamb & poultry output this year will reach 105.570 billion pounds
(47.886 million tons), a 3% year-on-year increase. This growth rate will
exceed the 2.4% increase of last year's output over that of 2017.
USDA'’s Economic Research Service predicts 2019 broiler meat output
at 19.67 million tons (+1.7%), beef at 12.62 million tons (+3.3), and pork
at 12.571 million tons (+5.3%). The accelerated growth rate this year
suggests more trying times for processors, and demand — both at home
and abroad — will be key to the industry maintaining healthy financials.
Trade remains uncertain, with the U.S. entering the new year with tariffs
still in place in China and Mexico, and facing new competition in Japan
through the implementation of the new EU-Japan Economic Partnership
Agreement. Japan, the USA’s largest meat & poultry export market,
accounted for approximately 22% of the total value of U.S. animal
protein exports exported from Jan-Nov 2018 ($14.3 billion). U.S.
demand was strong last year, but the U.S. economy may not fire on all
cylinders in 2019. In addition to a potential demand slowdown, the
processing industry faces labor shortages throughout the supply chain.
Meat company executives have identified labor as their #1 operational
issue. Plants are reporting great difficulties in hiring workers, and the
shortage extends to the critical trucking industry, where meat
transportation costs are rapidly rising due to a shortage of truck drivers.

TRADE

China’s outbreak of African Swine Fever continues to tantalize livestock
trade analysts who seek clues to whether the disease will lead to
increased imports of pork. Estimates of the impact must focus on
possible reductions in pork supply, but also pork demand. Some market
watchers have noticed that demand for pork in China has been
negatively affected, due to apprehension by consumers over pork
safety, and despite Chinese government public assurances that ASF
does not contribute a human health risk. In addition to ASF-related
decreases in demand, food and beverage restaurant & institutional
sales, especially in 1st tier cities, have been soft due to the overall
weakening of the economy. Evidence of weaker pork demand can be
seen by the surge in China’s poultry prices, with prices for some items
near record levels. China’s poultry imports through November of 2018
were up about 12% to 460 thousand tons, but way below the pace of a
decade ago when imports were nearly 75% larger. Brazil now accounts

for approximately 85% of China’s import needs, but since early June of
last year, have been shipping under temporary anti-dumping duties.
Final anti-dumping duties are expected to be announced as early as
next month.

| China's Broiler Prices
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ACTIVITIES:

SIAL, Shanghai : May 14-16, 2019
Hofex, Hong Kong: May 7-10, 2019
Food Show, Taipei June 19-22, 2019
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