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SUPPLY & DEMAND

The largest fire at a Kansas beef packing plant in nearly 20 years
caused a severe disruption in the U.S. wholesale beef market last
week. With one of the U.S’s largest processing plants out of
commission, retail and foodservice buyers scrambled to lock down
supplies, and a time when wholesale demand seasonally increases.
The USDA CHOICE grade cutout value closed last Friday at $2.30/1b.,
up 6.7% or +14 cents/lb. from the previous week. This was the
highest weekly percentage gain for the cutout ever. Last Friday’s
close was up 10% from year-ago levels and the highest since this
April. Labor Day falls on Monday September 2nd, and wholesale
markets usually come alive several weeks before this last big grilling
day of the year. Average rib and loin primal values increased 7%
through the week, and fatty 50% lean beef trimmings spiked over
15%. The USA’s fed cattle harvest capacity will temporarily decline
due to the fire, which will be supportive of beef prices, but negative
to live cattle values. The plant processed about 6,000 head of fed
cattle per day, leaving a shortfall in the national packing capacity of
between 30 - 33 thousand head per week or 6% of total national
capacity (see GRAPH below). Optimists believe that more than
2/3rds of that shortfall can be made up by increasing production at
other plants, including harvesting on Saturdays, if labor is available.
After the Monday August 9t fire, U.S. plants still managed to harvest
651 thousand head of cattle last week, only 1.4% below the level of
the same week a year ago. That said, live fed cattle prices closed last
Friday 4-5% lower week-on-week over concern that existing plants
could not easily make up the lost capacity at the Kansas plant.
However, the spike upward in beef prices and downward fall in live
cattle yielded record processing margins, which likely will be short-
lived. Cattle futures also fell sharply last week.
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Beef Choice Beef Cutout Value: 19/8/2019 - US$239 13/cwt.
(+9% from 12/8/2019)

The pork cutout closed last Friday even with the previous week at
U.S. $0.89/1b. Bellies kept the overall wholesale average value of all
primals even with the previous week, but the primal ham value, the
value of which has been extremely volatile this year, fell 10%.
Reference values for heavy bone-in hams were down a sharp 21% or
-18.5 cents/Ib. from the previous week to $0.71/1b. Although the
most recent export sales report for the week ending August 8th
showed strong overseas buying interest, and a 10,000+ ton sale to
China, the most heavily traded October futures contract closed limit
down last Friday on continuing trade uncertainty. Total net export
sales for the week ending August 8 were a strong 20,400 tons, up
48% from the previous week and 25% above the previous four-week
average. The reported sales to China came despite statements on
August 5th by PRC officials that China would halt further purchases of
U.S. agricultural products.

Hog Carcass Cutout Value: 19/8/2019 - US$84.98/cwt. (-
6% from 12/8/2019)

ACTIVITIES:

World Pork Congress, Chengdu: Sept 25-26,2019
Restaurant & Bar, Hong Kong: Sep 3-5,2019

FHC, Shanghai: Nov 12-14, 2019

MOVING AHEAD

Following an overly wet spring and reports of calamitous planning
conditions, USDA dropped a bombshell on the market last week in its
release of an unexpectedly bullish report of forecasted corn output.
In its August 12th report, USDA reduced its estimate of total corn
acres planted by 2% from its previous report but forecast that total
corn acreage would be 1% higher than that planted in 2018.
However, the report predicted that average yields would be 169.5
bushels, a sharp 3.5 bushel-per-acre increase from its June estimates.
With increased yield projections more than offsetting decreased
planted acres, total production for the 2019/20 crop season is now
projected to reach 13.9 billion bushels (353 million tons). That
would be 3.6% below last year’s harvest. Forecasted ending corn
stock levels, a closely watched supply variable, were also projected
higher based on lower utilization by the ethanol sector, and lower
estimated exports. Following the report, the most actively traded
December corn futures contract dropped the 25-cents-per-bushel
limit to U.S. $3.9275/bushel (U.S. $154.62/ton), which constituted
the steepest one day decline since April of 2013. After an extremely
wet spring, crop analysts are now paying closer attention to drought
conditions. Dry areas have been increasing in the last 30 days, with
drought-like conditions now covering 24.2% of the country versus
9.8% a month ago. Several regions have seen an uptick so far this
month, including most of Texas, parts of the Southeast, as well as an
expansion throughout Iowa, Illinois and Indiana. In order to better
assess growing conditions, and to try and verify USDA’s optimism for
this fall’s harvest, approximately 100 crop ‘scouts’ will fan out over
the Midwest to inspect agricultural fields from an on-the-ground
perspective. Corn is now in the sensitive silking phase, with the main
harvest activity more than 2 months away.

TRADE

Japan remains the #1 value and volume market for U.S. beef, and
during the first half of 2019, the U.S. managed to increase shipments
despite it facing a tariff disadvantage & other competitive challenges.
Key competitors Australia and Canada face tariffs that are 11.9
percentage points lower than that of U.S. product but aggressive
buying of Aussie beef by China allowed the U.S. to maintain a 39%
market share (MS) of Japan’s frozen and chilled beef imports during
H1 2019, the same MS as H1 2018. Australia, Japan’s #1 supplier,
saw shipments fall 5% as China pulled away product, while total
Japanese beef imports - including variety meats - were up 5% to
337,193 tons. According to Japanese customs data, imports from the
U.S. were up 6% to 139,403 tons, including growth in frozen (54,572
tons, +23%) as well as variety meats. Japan’s H1 beef imports from
Canada, grew 83% to 20,690 tons. Although the frozen trade
expanded during H1, Japan’s chilled beef imports, accounting for
approximately 45% of total fresh & frozen imports (excluding
variety meats), fell 2% to 131,412 tons, with decreases in shipments
from both the U.S. (62,103 tons, -6%) and Australia (59,941 mt, -
2%). Imports from Canada surged 113% to 4,195 tons. Japan is the
largest market for U.S. variety meat exports such as skirts and
tongues; during Jan-June 2019, U.S. BVM exports to Japan of U.S.
$193 million accounted for 41% of total U.S. variety meat exports.

Japan's Beef & Variety Meat Imports: Jan-June
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APACITY BY MAIOR PACKER
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