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SUPPLY & DEMAND

Seasonal demand for ribs and loins pushed the beef cutout higher
as demand, both domestic and foreign, was vigorous. Average U.S.
supermarket prices of beef were lower in September than in
August, and economic fundamentals and consumer spending
remain strong. USDA issued its September cattle on feed report
last Friday and it showed the number of cattle in feedlots as of
October 1 were at record levels, but that placements of feeder
cattle into feedlots during September fell substantially, a surprise
to analysts who assumed data would show an increase in
movements. Feedlot placements usually peak during the
September to November period, accounting for the historical
summer dip in fed cattle prices. Specifically, analysts watch
September placements as an indicator of fed animal supply during
the March to early August slaughter window the following year.
Still, there are a number of complicating variables that make it
difficult to predict the direction of the market. For one, more
lightweight cattle have been placed into feedlots this year,
meaning that the marketing of those animals - once fed & ready
for processing - is spread out over a larger time frame. At 11.4
million head, the October 1 feedlot inventory number was the
largest number in the history of the data-series back to its 1995
start. Record COF levels have been announced for the past 3
months. Although last week’s harvest level of approximately
625,000 head was modest, processor margins are currently
substantially positive, which provides an incentive to increase
slaughter.

Beef Choice Beef Cutout Value: 22/10/2018 - US$209.28/cwt.
(+2% from 15/10/2018)

Wholesale pork prices remained firm last week despite the weekly
hog harvest reaching its highest level ever for a 7 day period -
2,589,000 head. Belly demand was strong last week, but hams
continued to weaken despite some seasonal buying of bone-in
product. Average live hog weights of 281 pounds (127.5 kgs.)
were 2 pounds lighter than year-ago levels, evidence that the live
hog supply line is flowing smoothly. Live hog prices moved lower
last week however, as did futures, as analysts see last week’s large
slaughter number as a sign of larger suppliers on the horizon. On
the other hand, exports have remained strong despite a strong
dollar (see GRAPH below). Product shipments during the latest
weekly export report (week ending October 11) were up 22% year
on the year, with year-to-date shipment growth to Korea (+ 44K
tons) more than cancelling out the decline in China/HK purchases
(-36K tons). However, markets remain volatile, and although
exports (muscle cuts) only accounted for 22.8% of total
production during the 15t 8 months of the year, trade news appears
to be moving the markets more than previous indicators, such as
the USDA hogs and pigs report. Year to date production is up 2.6%
from last year with slaughter up 2.2%.

Trade Weighted* Pork Exporter Currency /USD

1.95
[

1.85 r
2010

175 ——
—2011
1.65 — 2012
155 —012

J_/_ —014

1.45
2015

1.35 1 2016

1.25 —a—2017

115 —— 018
Y - Y Y

S = o9
*Euro, CansS, Br Real, Chilean Peso, Mexican Peso, Chinese RMB

Hog Carcass Cutout Value: 22/10/2018 - US$78.39/cwt. (-4%
from 15/10/2018)
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MOVING AHEAD

As African Swine Fever sweeps through parts of Europe, Russia,
and China, USDA announced last week its intention to grant animal
health company Zoetis LLC an exclusive license to two patents for
the company’s development of a ASF vaccine. Currently there is
no certified vaccine to treat for the viral disease. According to the
USDA, ASF can be 100% fatal to hogs within 7-10 days of infection,
although there is no food safety threat to humans. USDA says that
infected meat, from either infected hog carcasses or contaminated
meat, is the primary means of transmission. The U.S. is pressing
the USDA to enact strict biosecurity protocols to prevent the
spread of the virus to the U.S, noting that the U.S. imports a
number of feed ingredients from infected countries. Over the last
2 weeks, new ASF cases have been reported in Poland, Latvia,
Ukraine, Romania, China, Moldova, Belgium, Russia, and
Bulgaria. Zoetis has stated that it developed its vaccine by
deleting 6 specific genes of a highly virulent ASF strain found in
Georgia in 2007, and then isolating and recombining the DNA into
a vaccine which reduces severity of the parent virus. USDA is
soliciting public comments on its proposed award through mid-
November.

TRADE

Uncertainty continues to characterize global pork markets, but in
general, lower Chinese imports and higher European production
have meant lower hog prices in most of the main producing and
exporting countries (see GRAPH below). During the month of
September, live hog prices were higher in Vietnam (+63%) and
Mexico (+4%), but markedly lower year-on-year in Brazil (-31%),
Canada (-15%), EU (-13%), U.S. (-8%) and Chile (-1%). Prices
were also lower in major importing countries including China (-
8%), Japan (-17%), and Taiwan (-13%). EU pork production in
the first half of 2018 was up 3.7% and is expected to end 2018 up
closer to near 24 million tons. Major gains in production have
been registered by Spain (+8%), Poland (+9%), Netherlands
(+6%) and Denmark (+4%). China, the world’s largest pork
importer by far, has seen increased production this year, at least
through Q3, which has resulted in reduced imports. Top exporter
shipments to China & HK during Jan-Aug were down 7% to 1.73
million tons, with pork muscle cut trade falling 1% to 944,350 tons
of pork, and pork variety meats shipments falling 13% to total
787,667 tons. Shipments by Europe, China’s main pork supplier,
fell 8% to 1.048 million tons, giving it a 61% market share in the
combined China/HK market. U.S. shipments to China fell by 27%
to 233,600 tons, representing a 13% market share of the region’s
total trade. Canada’s exports reached 182,615 tons, a 15% drop,
and equaling an 11% market share. Brazil was the biggest winner,
seeing its shipments increase 65% to 216,744 tons, representing a
13% market share. The outlook for Q4 remains uncertain as ASF
spreads in China, and major importers enact ASF trade
restrictions. Last week, the U.S. announced it is halting all imports
of pork from Poland, one of the USA’s main imported pork
suppliers (CY 2018 = 70,000 tons).
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