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SUPPLY & DEMAND

The beef cutout moved sideways last week as tepid demand saw
some primal values fall while others moved slightly higher. In a sign
of firm demand, the primal value of ribeyes held up well in January,
normally a time of weak (post-Christmas) demand. According to the
Livestock Marketing Information Center (LMIC), average primal
rib values were up 9% in January compared to the same month last
year. Brisket and short plate primal values during the 15* month of
the year also started the year strong, averaging 10% and 14%
higher respectively to the values of Jan 2018, Brisk export activity
is also helping the cutout; November 2018 U.S. beef exports were
record large for this month, with the 15t 11 month value of 2018
trade of $7.63 billion already exceeding the full-year record set in
2017 ($7.27 billion). Because of the government shutdown, USDA
reporting has been delayed, but all indications point to a strong
export performance in Dec as well. Despite the severe weather 2
weeks back, live fed cattle prices have failed to jump, although
carcass values have moved higher which analysts believe reflect
the challenging feedlot conditions of last month. But there is market
optimism in the rising cattle futures market, as carcass weights are
likely 3% below a year ago and ultimately may drop 4% below by
May 1.

Exports absorbed nearly half of th
production increase in 2018
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Larger pork production last week weakened the pork cutout, with all
average primal values closing lower last Friday compared to the
previous week. The reference primal ham value stood at US
$ 0.99/kg last Friday, the lowest level since April 2015. U.S. pork
production for the first 5 weeks of the year is running approximately
1.5% ahead of the pace of last year. Hog futures have also been
grinding lower absent fresh news on US-China trade negotiations
and progress on the elimination of extra Mexican duties on U.S.
pork. Chinese live hog prices have also been falling, both due to
weak seasonal demand plus reported higher culling over African
Swine Fever fears. These factors, combined with ample supplies of
competing proteins (e.g. chicken), have weighed on the market. As
of last Friday, the most active April hogs futures contract had moved
lower in 12 out of the 14 previous trading days, closing last Friday at
a 5-month low.

Additional poultry production weigl
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Hog Carcass Cutout Value: 11/2/2019 — US$65.46/cwt. (-4%
from 28/1/2019)
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Hofex, Hong Kong: May 7-10, 2019
Food Show, Taipei June 19-22, 2019

MARKET MAKERS

In a move strengthening its value-added meat portfolio, Tyson
Foods Inc. has announced it will acquire 4 integrated poultry
processing operations in Thailand, and one value-added chicken
facility each in the Netherlands and the United Kingdom from
Brazil’s BRF S.A. for US$340 million.

MOVING AHEAD

lowa State University (ISU) publishes estimates of U.S. hog
production costs in its Estimated Livestock Margins monthly
report. Higher feed & labor prices drove average annual live
swine production costs 3.5% higher than 2017. Specifically,
ISU’s model estimates that the cost of producing 1 kilogram of
live weight of market swine totaled US $1.057 for the 1%t 11
months of 2018, equating to a year-on-year cost increase of U.S.
$4.42 per head. These costs equated to $1.41 per kg on a
carcass basis. On the feed side, producers in 2018 buying corn,
soybean meal, and dried distillers’ grains paid more than in 2017,
and also paid more for hired labor under the current tight labor
market. So how did costs relate to revenues? According to one
analyst at Compeer Financial, ISU’s average cost estimates
would not have covered average revenues of $1.33 per kg. of
pork (carcass basis) over the 11 month period. To be sure, many
larger operators enjoy lower costs due to scale & other
production efficiencies, but the ISU model does suggest that an
average producer may have been operating in the red, or close
to breakevens over the duration of most of last year. It is noted
though that many modern operations utilize risk management
tools and strategies to ‘beat’ the average, by locking in feed costs
and hog selling prices using futures markets.

TRADE

In our January 29 U.S. Meat Bulletin, we published the 2018 beef
export results of Australia and Brazil. The two trade
powerhouses saw their exports grow by double digits last year
(each grew by +11% in volume terms YOY), largely due to
increased demand by North Asian markets, including China,
Japan, South Korea, and Hong Kong. The graph below shows
the total CY 2018 beef imports by those big 4 markets. China’s
import volume grew +50%, breaching the 1 million ton level
(1.07mmt, U.S. $4.9 billion) for the 1%t time. All major exporters
saw their trade grow substantially to what is now the largest beef
import market, with Argentina becoming the fastest growing
major supplier (180K mt, +109%). Others included Brazil (323k
mt, +63%), Uruguay (231k mt, +11%), and Australia (178k mt,
+49%). The ramp up in direct sales to China did not dampen
trade volumes to HK, where total imports increased 10% to 817K
tons. Japan'’s total beef imports, including variety meats, reached
a record $4.3 billion in 2018, +9%, with volume reaching a post-
BSE (2003) high of 690,000 tons. Imports from the U.S. totaled
$2.036 billion, (+9.5%, the biggest since 2000) and from Australia
$1.898 billion (+9%). South Korea’s customs cleared beef
imports reached a record 453,818 tons (+9.6%), valued at U.S.
$2.9 billion.

Total beef imports (CY 2017 & 2018; '000 metric tons)
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