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SUPPLY & DEMAND

The beef cutout moved higher last week as retail buyers completed
buying for this weekend'’s Labor Day holiday and tried to lock down
supplies that have tightened since a fire caused the closure of one the
USA’s largest beef processors. Cattle prices and live cattle futures
rebounded as well, as record processing margins incentivized plants
to purchase cattle (see related story next column). Slaughter counts
have been better than what was expected after the fire, and last week
the industry harvested 651K head, up 9,000 head from the previous
week and higher than the same week last year when the affected
plant was still operating. Live fed cattle prices had fallen
approximately 5.1% after the August 9t fire as the market grew
concerned about the ability of other plants to make up the reduction
in harvest capacity. Despite a dip in prices, last Friday’s cattle on
feed report showed a market that was well balanced, with total
feedlot numbers just slightly higher than year-ago levels and
manageable numbers of heavier cattle. Year to date U.S. beef
production is up 0.3% from last year with slaughter up 1.3%.
Despite higher production and flat exports, beef demand has
remained firm and the beef cutout value is now approximately +15%
from the level of a year-ago. Markets turned down last Friday after
China announced it will assess an additional 10% duty on U.S. beef
effective September 1, taking the total import tax to 47%. During H1
2019, China accounted for only 0.7% of the total volume of U.S. beef
exported.
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Ham and belly prices swooned last week, driving a decline in the
pork cutout closing last Friday. High harvest levels last week (2.528
million head) led to more offerings in the market and lower values.
The ham and belly primals were down 21% and 7% week on week
respectively (see chart below). U. S. pork will become even more
expensive in China effective Sept 1; on August 234, China announced
it would raise duties on over 5,000 U.S. goods including U.S. pork and
pork variety meats. The duty on muscle cuts and offals will increase
10 percentage points to 72%; the USA’s main competitors including
suppliers in the EU, Brazil and Canada, pay 12% duties. The news
of a ramp up in duty action last Friday drove pork futures lower; live
hog values also dipped.
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Hog Carcass Cutout Value: 26/8/2019 - US$78.99/cwt. (-
7% from 19/8/2019)

ACTIVITIES:

Restaurant & Bar, Hong Kong: Sep 3-5, 2019
World Pork Congress, Chengdu: Sept 25-26, 2019
FHC, Shanghai: Nov 12-14, 2019

MARKET MAKERS

Oregon-based Yellowstone River Beef is working towards
purchasing small beef processor and retailer Prairie Packing and
upgrading the North Dakota facility to bring it international export
capabilities. The local government where the facility is located has
pledged financial assistance to the project, and Yellowstone has
received endorsements from over 100 cattle operations in the
region.

MOVING AHEAD

Unlike the U. S. pork industry, a small percentage of U.S. fed cattle are
owned by meat packing companies. USDA price reporting
requirements mandate that packers report the number of their own
cattle they harvest and in the latest report, packer-owned cattle
represented just 2.1% of the approximately 520 thousand head of
fed cattle processed that week. Approximately one-third of the
weekly hog slaughter of 2.5 million head consists of animals owned
by the processor. Meat packers. purchase fed cattle from America’s
25+ thousand feedlots under a variety of arrangements, but over the
last year, an increasing number have been purchased by meat
packers under forward contracting arrangements, whereby cattle
still in feedlots are committed to the contracted meat packer 3 weeks
or more ahead of delivery. Industry analysts at the The Daily
Livestock Report estimated that during mid-August, about 12% of
U.S. cattle processed were purchased forward, almost double the %
of the same week in 2018. Formula contracting is still the
predominant cattle purchasing method, with 66% of animals
purchased in this manner. Formula prices tie transaction values to
futures or boxed beef prices, or some other market index. They
differ from forward transactions in that the value is determined by
parties not involved in the transaction. Spot or negotiated sales
between packer and cattle owner for delivery of animals within 21
days were once the predominant cattle selling method, but now
account for only 19% of selling arrangements.

TRADE

Pork prices in Vietnam are rising as local hog supplies dwindle and
confidence in consuming pork returns among the population. Like
China, estimates vary on the extent of herd losses due to the ASF
outbreak, with Vietnam’s Ministry of Agriculture and Rural
Development (MARD) recently stating that 15% of the country’s
entire herd has been culled, while loss estimates by some major
Vietnamese feed companies are as high as 35%. In its August 15t
ASF update, the FAO estimated that up to 4 million hogs had died;
Vietnam’s total pre-ASF herd size was estimated at 28 million head.
Exports of pork & pork variety meats to Vietnam increased 51%
year-on-year during Jan-June 2019 to 63,280 tons, with two-thirds of
the product originating from European suppliers. Russia and Brazil
also increased supplies, while U.S. exports to Vietnam were up 19%
to 3,312 tons. Vietnam imports poultry on a far larger scale than
pork. Shipments by major exporters during H1 2019 surged 27% to
194 thousand tons. The U.S. was the largest supplier, shipping
75,700 tons (+48%), followed by the EU (54,600 tons, +36%).
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