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SUPPLY & DEMAND

The cutout moved sideways last week as firmer demand for ribs and
rounds was offset by weaker interest in striploins, short loins and thin
meats (e.g. plates & flanks). The cattle industry was hopeful that
wholesale beef demand would improve this month, but analysts note
that prices of some cuts rose sharply in September and have so far
been unable to get further traction. We have mentioned before in this
Bulletin that Asian beef buyers have been willing to pay historically
record high prices for items such as short ribs this summer and early
fall. Exports have continued at a strong pace; during the latest weekly
reporting week of September 28-October 4, U.S. beef cut exports
reached a marketing year high, although sales moved slightly lower
than the pace of recent weeks. Like wholesale beef, live cattle prices
have been moving sideways and analysts are hopeful that the growing
supplies of cattle in feedlots can be absorbed in the marketplace.
Cattle are grading higher, evidenced by higher USDA PRIME and
Certified Angus Beef production (see next column.) USDA has
sharply lowered its estimate of CY 2018 beef production; output is
expected now to be up only 2.9% this year, vs. the +3.5% forecasted
last month. The lower estimate is based on estimated lower 4th
quarter fed cattle slaughter and lighter average carcass weights due to
an increasing proportion of cow slaughter.
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Beef Choice Beef Cutout Value: 15/10/2018 - US$204.80/cwt.
(+1% from 8/10/2018)

After holding steady the week before, the pork cutout moved lower
last week to close at U.S. $0.79/Ib. For the last six weeks, U.S. pork
production was down 3% from last year’s pace, in part due to
hurricane disruptions. Heavy-bone in ham prices had moved higher
for the previous 3 weeks, but with more availability, prices have
adjusted lower and are 15% lower than a year ago. Boneless rollout
hams however have moved higher. Year to date pork production is
only up 2.5% from last year with slaughter up 2.2%. Consequently,
USDA has lowered its pork production forecast for 2018 based on
lower than expected H2 2018 commercial hog slaughter and lighter
carcass weights. USDA is now forecasting that 2018 pork production
will only reach 11.99 million tons, but will expand by 5.2% next year
to reach 12.61 million tons.

Hog Carcass Cutout Value: 15/10/2018 - US$81.50/cwt. (+2%
from 5/10/2018)
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MOVING AHEAD

Record volumes of Certified Angus Beef (CAB) were sold during the
2018 fiscal year (Oct 2017-Sept 2018). Total CAB sales reached 549
thousand tons, an 8.1% increase from 2017 sales. U.S. beef production
totaled approximately 12 million tons during 2017, with CAB claiming
that 18.5% of all fed cattle harvested in the U.S. during fiscal 2018
reached the brand’s requirements. Several sub-categories of CAB
products also witnessed impressive sales gains. Highly sought CAB
PRIME production reached 13,248 tons, a growth of 31% from a year
earlier. We reported last week that overall USDA PRIME production
has increased substantially across the entire fed beef category. CAB
value-added items such as smoked briskets, marinated fajita meat and
burgers also showed substantial growth. Although only 93,900 tons of
CAB were exported during FY 2018, CAB claims that 42% of the
growth in total sales were accounted for by exports, with strong sales
increases reported for Korea, Canada, Japan, Hong Kong, and
Mexico. CAB has nearly 20,000 licensed partners in the retail and
foodservice sectors, and producers can earn approximately US $50 per
head premium for cattle that meet the CAB program specifications.

TRADE

On September 26, the U.S. and Japan announced that they will
enter negotiations to complete a bilateral Trade Agreement on
Goods (TAG). The news has caused some relief to U.S. beef and
pork exporters, although the timing for the completion of a TAG
remains uncertain. The U.S. faces accelerating competitive
challenges as import duties on beef on beef for principal
competitor Australia continue to be phased down under the TPP-
11 agreement, and U.S. pork products will be at a disadvantage as
Japan’s pork duties fall for European suppliers once the EU-Japan
Economic Partnership Agreement (EPA) is implemented. Most are
expecting the EPA to come into force early in 2019, and already
Japanese importers, distributors and processors are eyeing more
opportunities for sourcing from Europe. On the beef side, U.S. beef
already faces a major competitive disadvantage. Japan’s current
duties for Australian chilled and frozen beef are 29.3% and 26.9%
respectively, while U.S. products face a 38.5% tariff. Japan’s
imports (including variety meats) during the first 8 months of the
year totaled 460,160 tons, up 6% from the pace of a year ago.
Japan’s imports of chilled beef rose faster, increasing 8% to reach
186,622 tons through August. Total imports from the U.S. were up
2%, reaching 192,844 tons, while those from Australia increased
by 11% to 223,450 tons. Chilled imports from the U.S. grew 4% to
nearly 93,000 tons, while those from Australia were up 10% to
84,300 tons (see GRAPH below). The faster Australian growth can
be explained partly by its current duty advantage and by drought-
induced increases in slaughter and beef production
(manufacturing beef for Japan). U.S. frozen beef exports were
hampered from August 2017 through the end of March this year
when import volume safeguards were exceeded during the April to
June quarter of last year. Under the SG, the import duty on U.S.
frozen beef ‘snapped back’ to 50%, widening the spread between it
and Australian product, which through March 31 of this year was
taxed at 27.2%.
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