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SUPPLY & DEMAND

The USDA Choice cutout reference value closed higher last Friday from the
previous week’s close, the 2nd weekly increase. Buying interest continues for
ribs and tenderloins ahead of the end-of-year holiday season commencing
with Thanksgiving on November 26. The percent of beef sold as forward
orders (for delivery 22 days or later) has been high over the last 2 weeks
indicating institutional buyers are looking to lock in holiday supplies early.
Retail featuring of loins, chucks, and rounds this week should provide
additional support as colder weather produces the seasonal consumption
shift to more at-home roasting & stewing. Moreover, retail beef prices
continue to steadily move lower, with USDA’s 9/25 Food Price Outlook report
showing a -4.6% change in average all-beef retail prices from July to August.
A clear rise in new export orders over the last few weeks (see graph below) is
also supporting the wholesale beef complex. Last week’s wholesale price
increases came as the industry harvested 665K head of cattle, the 27 highest
weekly total so far this year. With average cattle weights still running 2-3%
higher than year-ago levels, last week’s beef output set a record for this week.
Cattle futures have ground higher as increased harvest activity is viewed as a
positive for clearing the high front-end fed cattle supplies reported in USDA’s
most recent cattle on feed report. The 9/25 report spooked the market
because of the large number of cattle reportedly placed into feedlots during
August and the high number of market-ready cattle still in feedlots indicated
by the Sept 1 total cattle on feed number. However, analysts have since
pointed out that 2 months of high placements should be viewed in the context
of the total cattle cycle, which shows that U.S. cattle inventories peaked in
2019 and on January 1, 2020 estimated feeder cattle supplies were down 0.4
percent year over year. And despite large placements during July & August,
total feedlot placements since January contracted 4.2% year-on-year.
Consequently, feeder cattle supplies should continue to tighten modestly
although the high placements of the late summer should see a bulge in
market-ready cattle during Q1 2021.
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The pork cutout continued to surge last week and moved another 3% higher
yesterday Monday October 5. The CME's lean hog index, a two-day weighted
average of cash live hog markets, increased yesterday to its highest level since
August 2019. Analysts believe that export demand is driving the increase in
wholesale pork values but weekly export volumes since June have been
relatively steady and below the weekly averages of Jan-May. Total U.S. pork
production, expected to hit record levels this year despite CoVID, was up
1.8% through last week from last year’s pace, with slaughter up 1.0%. Primal
pork values have seesawed throughout the year, but a new CME futures
instrument may allow producers and processors to hedge wholesale pork
market volatility in the future (see MOVING AHEAD next column.)

Figure 1. The Pork Cutout, Sep 2020 Avg
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MOVING AHEAD

Leading derivatives marketplace platform The CME Group will launch
trading in a new cash-settled pork cutout futures contract (PCC) on
November 9. The new contract will complement CME'’s existing Lean Hog
Contract and is designed to reflect an evolution in the hog-pork marketplace
that is now seeing more hogs traded under formula arrangements whereby
hog transaction prices are determined from pork cut values rather than other
live hog value indices. The USDA-determined “cutout” is the approximate
value of a hog calculated using reported wholesale market prices for primal
cuts of pork (see graph below from Farm Bureau). The cuts used to calculate
the pork cutout include the loin, butt, picnic, rib, ham, and belly. The new
CME Pork Cutout Index is a five-business day weighted average of these cut
prices as published by USDA’s Agricultural Marketing Service (AMS) in its
“National Daily Pork Report Fob Plant - Negotiated Sales - Afternoon” (link
here: https://www.ams.usda.gov/mnreports/ams 2498.pdf). The new
contract unit will be 40,000 pounds, the same for the current lean hog
contract. Players from all stages of the U.S. pork supply chain - from
producers to processors - have applauded the new market instrument.
Although cutout and live hog values generally move in a similar fashion, pork
wholesale prices jumped during the pandemic due to processing plant
disruptions. For producers basing their hog pricing decisions this year from
live hog indices, the CME lean hog contract index did not serve as an effective
hedge for those with cash market-based contracts. It is not known what
percentage of total hog transactions are currently based on meat - not hog -
values, but this year, approximately 30% of transactions are under the
category “Swine or Pork Market Formula” that includes meat-based pricing
formulas. The new PCC will not enable market participants to completely
hedge changes in individual meat cut prices; specifically, the cutout reflects
an average of all primals, whose values move independently due to seasonal
factors, and other market news such as changes in cold storage stocks or
sudden large expansions or contractions in reported weekly export volumes.
The CME ceased trading its pork belly futures contract in 2011 but created a
Fresh Bacon Index in 2019 to establish a transparent price reference for fresh
pork bellies used to make bacon. A newly published explanation of the pork
cutout can be found here

(https://www.ams.usda.gov/sites /default/files /media/LMRPorkCutoutHand
out.pdf).

TRADE

China is by far the world’s largest meat & poultry importer but has now
become the world’s largest market for all agricultural & food products,
surpassing the U.S. and the EU according to a new USDA report. The
composition of China’s $133.1 billion (2019) of ag & food imports is shifting
from heavy bulk commodities to consumer-oriented products, with trade in
the latter surpassing that of the former in 2019. China’s imports of
intermediate ag products such as palm & soybean oil and hides & skins have
also dropped. Growth in consumer-oriented products - including meat &
poultry, dairy products, and fruits and nuts - has been rapid. Meat & poultry
imports, which are up 75% through August this year due to ASF-driven
domestic pork shortages, are not the only story. China is the world’s largest
importer of dairy products (U.S. $12 billion in 2019), with imports of UHT
milk, whole milk powder and especially infant formula driving trade. China’s
imports of tree nuts and fruits have also increase noticeably in recent years.
Although China has pledged to import a record US $36.5 billion of U.S. ag
products this year, U.S. agricultural exports to China peaked in 2012 at $25.9
billion & then declined with exports totaling $13.9 billion last year. Brazil &
the EU have overtaken the U.S. as the largest ag product suppliers to China.
About 85% of Brazil’s exports to China consist of soybeans, although meat
exports are also seeing rapid growth. In contrast, over 80% percent of China’s
imports from the EU are consumer-oriented products, led by dairy and pork.

China’s imports of meat & poultry up by 75% in the first 8 months, to
6.465 mmt; value increases by 91% to $20.557 billion
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China’s imports of meat & poultry up by 75% in the first 8 months, to
6.465 mmt; value increases by 91% to $20.557 hillion
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