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SUPPLY & DEMAND

Wholesale beef prices firmed slightly last week as retailers and foodservice
operators restocked after two holiday-shortened weeks. U.S. retailers are
expected to feature roasts and ground beef throughout this month. Boneless
beef prices (lean 90s and fatty 50s), which had spiked then sank during the
last 2 months of 2019, stabilized last week. Analysts believe boxed beef
prices, after also falling in Dec, have seasonally bottomed and will rise
through the spring. A larger-than-expected number of fed cattle were
marketed last December, which could lead to a slower pace of cattle reaching
plants during Q1. These smaller harvest levels should be supportive of the
forecasted price increases, but then supplies of fed cattle exiting feedlots
during Q2 will start to accelerate. Slaughter margins have narrowed as live
cattle prices rose during the last 15 weeks of last year, while beef prices slid.
Good cattle feedlot conditions in large cattle states Kansas and Texas are
helping drive strong winter feeding performance, while cold conditions in the
north - including Nebraska and the Dakotas - will work to negatively affect
feed gains. How the weather affects overall herd performance remains to be
seen, as the U.S. is now entering its coldest weeks. The brutal winter of early
2019 affected fed cattle weights for a good part of last year, and analysts
believe that average weights will be higher year-on-year during 202 by at
least a few pounds, unless weather conditions deteriorate in the next few
months. Overall, market observers believe 2020 will be a profitable one for
the beef industry, mainly due to improved export demand combined with
continued solid domestic beef sales. Live fed cattle prices last year averaged
U.S. $1.18/1b across the entire year, a dollar more than that of 2018. Current
USDA forecasts call for average 2020 values to hover in a similar range to
2018 prices. Analysts forecast a slight decrease in total cattle slaughter in
2020 but larger overall total U.S. meat and poultry output will work against
price growth. The Livestock Marketing Information Center is forecasting
33.433 million head will be processed this year, down from the 33.556
million head harvested last year. Last year, there were more females in the
slaughter mix, but because of the likely slight decrease in the national herd
(estimated at -1%), cow and heifer slaughter could decline this year while
steer slaughter will increase.

Beef Choice Beef Cutout Value:13/1/2020 - US$210.55/cwt. (<+1% from
6/1/2020)

The pork cutout closed last Friday slightly lower than the previous week’s close as
picnics and loin values dropped. Last week’s slaughter was estimated at 2.71
million head, close to a weekly throughput level. Hog futures closed mixed last
week as analysts & speculators looked for clues from this week’s hopeful release of
details of the phase 1 U.S.-China trade deal. For pork exporters, changes in import
conditions are less important than the removal of China’s current 60% punitive
duties on U.S. pork. Despite the duties, U.S. shipments to China accelerated toward
the end of last year and continue to be strong, but China’s local imported frozen
wholesale meat market dove toward the end of last year as local live hog prices
started to weaken and frozen protein imports surged to record highs (see TRADE
next column). USDA is currently forecasting that total U.S. red meat & poultry
output will increase +2% to 49.067 million tons in 2020. Total poultry production
will be the largest of the 3 major animal proteins at 23.517 million tons, +3.2%
year-on-year. Pork output is forecast at +3.8%, reaching 12.993 million tons. On
average, U.S. pork producers are starting 2020 in the black from a cost-of-
production perspective; last week they were able to purchase weaner pigs for
about U.S. $0.62/Ib and lock in a U.S. $12 per head profit based on the weaner
breakeven price calculated from the July 2020 futures price for market-ready hogs
of $0.74/1b.

Hog Carcass Cutout Value: 13/1/2020 - US$74.24/cwt. (<-1% from
6/1/2020)

USDA Forecasts Summary (‘%\\

[BEEF 2018 ] 2019e | 2020F |PORK ___|2018 | 2019 | 2020F |

Production +2.6% +1.0% +1.1% Production +29% +5.0% +3.6%
Exports +10.3% -4.3% +9.3% Exports +42% +71% +12.8%
Imports +0.1% +2.1% -5.9% Imports -6.6% -8.1% -7.6%
pepcar +04% +14% -14% LerCap +1.4% +33% -0.2%
Cons. Cons.

ACTIVITIES:
Food & Hotel Asia, Singapore: March 31 - April 3, 2020
SIAL, Shanghai: May 13-15, 2020

Food Taipei, Taiwan: June 17-20, 2020

MARKET MAKERS

Citing growing demand for its lean ground beef, the empirical company,
formerly known within the industry as Beef Products Inc (BPI), has
announced it will build a new production facility in Garden City that will
become operational between 2022 and 2023. The empirical company
currently operates one facility in Nebraska.

MOVING AHEAD

China made a confirmatory announcement last Friday Jan 10 that its top
trade negotiator Liu He will travel to Washington early this week to sign a
phase 1 “economic and trade agreement” with the U.S. The signing is
scheduled for around midday tomorrow Jan 15 east coast U.S. time. China’s
announcement made no mention of the contents of the agreement, such as a
pledge cited in the media that China would purchase U.S. $40 billion in U.S.
agricultural products. Chinese statistics show that the total volume of 2-way
trade dropped in the 1st 11 months of 2019 by 11.1% to U.S. $491 billion.
Chinese exports to the U.S. dropped 8.4% to roughly $377 billion, while
Chinese imports from the U.S. fell 19.5% to $109 billion. U.S. total ag exports
(excluding forestry ad fishery products) to China Jan-Nov 2019 totaled $12.27
billion, a sizeable 40% increase from the trade-skirmish-affected level of
2018; the major increase resulted from a 65% increase in soybean exports
last year to $8 billion. Still, US soybean and other ag exports to China in 2019
will likely be $10 billion under the level of 2014, when US farmers and
ranchers sold over $24 billion in food and commodities to China. Many
analysts question how China will be able to purchase $40 billion in US
products, especially if high import duties remain in place. No information has
been released on whether China will keep additional punitive import duties
on U.S farm product imports in place following tomorrow’s signing. Another
question surrounds when the agreement may be implemented. Should there
be adjustments in market access conditions for items such as U.S. beef & pork,
changes will need to be made to USDA FSIS’s Export Library before shipping
under the new protocols could take place. Total U.S. meat & poultry exports to
China in 2019 are estimated in the U.S. $1.3 - $1.4 billion range, which would
be arecord level.

TRADE

Full year trade data will soon become available for a number of major meat
exporting and importing countries. USDA November trade data was
published last week and showed a continued year-on-year slowdown of U.S.
beef exports, while pork exports continued to move sharply higher, driven
primarily by increased buying by China. Overall, U.S. pork exports in Nov
reached a monthly record both in terms of volume and value. Most notably,
the monthly value for all categories of U.S. pork directly shipped to China of
$170 million surpassed that of Japan for the first time ever. Through the 1t
11 months of 2019, U.S. pork shipped to China & HK accounted for 23% of
total exported volume and approximately 6% of total U.S. Jan-Nov pork +
pork variety meat output. Total Jan-Nov pork exports reached 2.39 million
tons, +5%, a record pace, and one that markedly accelerated during H2 2019.
Interestingly, the record total volumes have accrued despite year-on-year
drops in tonnages shipped to main markets Japan (-6%), Korea (-12%), and
Mexico (-11%), which collectively accounted for almost half of total U.S.
export volume during the Jan-Nov period. U.S. beef exports have been weaker
year-on-year (Jan-Nov volume 1.208 million tons, -3%), but last year’s overseas
shipments were record large so this year’s full year numbers should be the 2nd
largest ever both in value and volume terms. Most of the decline this year has
resulted from -13% and -23% volume drops in shipments to #4 and #5 markets
Canada and Hong Kong. Shipments to #1 market Japan were weaker year-on-
year (-6%) as well. Based on trade data for the 1st 11 months, we predict Taiwan,
Indonesia and the Philippines imported record amounts of US beefin 2019.

U.S. Pork & Variety Meat Export Value
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[BEEF 2018 | 2019e [2020F |PORK ___|2018 |2019e |2020F |

Production +2.6% +1.0% +1.1% Production +2.9% +5.0% +3.6%
Exports +10.3% -4.3% +9.3% Exports +4.2% +7.1% +12.8%
Imports +0.1% +2.1% -5.9% Imports -6.6% -8.1% -7.6%
A &0 +0.4% +1.4% -1.4% er Cap +1.4% +3.3% -0.2%
Cons. Cons.
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