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SUPPLY & DEMAND

The U.S. beef cutout slid lower again last week along with live cattle
prices as the market fretted that Q4 fed cattle supplies will drive the
beef complex lower. Large margins at packing plants are helping to
pull cattle out of feedlots, but the numbers of fed cattle - especially in
southern feedlots - will challenge national plant harvesting capacity,
especially with one major beef processing facility likely out of
commission until early 2020. The nearby October cattle futures
contract fell its daily limit last Friday, ending at the lowest level since
2016. Cash fed cattle traded at $100 per cwt this week in Texas and
Kansas, down 3% from the previous week. Wholesale beef prices
continued to slip last week following the Labor Day holiday, but all
primal values are still above year ago levels (see table below). The
strength in beef prices may be contributing to weaker demand at
supermarkets, and increased buying of other proteins. The loss of
5% of U.S. slaughter capacity will continue to affect markets, but
2020 cattle futures, which are above current cash prices suggests
there is optimism for next year.

BEEF o/ F/2018 o/6/2019 ha=hd
Choice 2.09 2.30 | 102
Select 2.00 2.07 BT
Rib 3.54 3.65 3%
Chuck 1.74a 1.83 595
Round 1.62 1.90 ALF2E
Loin 2.69 3.08 | 149
Brisket 1.79 2.06 1526
Short Plate 1.50 1.60 Foh
Flank 1.26 1.26 0%%
5096 trim 0.62 o.87 | 40%s

Beef Choice Beef Cutout Value:9/9/2019 - US$226.95/cwt. (-2%
from 30/8/2019)

The recent slide in wholesale pork prices slowed last week, but the
pork cutout still closed last Friday slightly down from the previous
week (see graph below). Weekly pork production was down 10% as
plants were closed on Monday for Labor Day and again later in the
week as Hurricane Dorian skidded the U.S. east coast. Market
sentiment was also helped last week by July trade data which
showed the U.S. exported a record volume of pork during July, with
increased shipments to China and Mexico driving the increase. The
most recent weekly pork export data shows that pork muscle cut
exports to China are up 750% from the pace of a year ago; shipments
in July alone totaled over 68 thousand tons, approximately 3,400
containers. On the domestic front, pork consumption may be
enjoying a boost due to relatively high prices for staple beef
products; vacuum packed trimmed pork loins can be found for under
US $1/1b., while 80:20 lean ground beef is over U.S. $2.25/Ib. The
ham market usually rallies somewhat in Q4 as the end of summer
brings initial purchasing planning for Christmas hams. Primal ham
values - like bellies - have been choppy this year but the item usually
enjoys a demand and price boost during October and November.
That said, the pattern of the fall rallies in recent years has not been
consistent, and uncertainties over foreign market access continue.
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Hog Carcass Cutout Value: 9/9/2019 - US$71.91/cwt. (<-1%
from 30/8/2019)

ACTIVITIES:
World Pork Congress, Chengdu: Sept 25-26, 2019

FHC, Shanghai: Nov 12-14, 2019

MARKET MAKERS

In a move to diversify its global supply sources, Tyson Foods is
investing in a 40% share of Brazilian poultry producer Grupo Vibra
(Vibra Foods). Last year Tyson invested in Keystone Foods, which
has facilities in China, South Korea, Malaysia, Thailand and Australia.
This June, Tyson acquired Brazilian poultry producer BRF's
businesses in Thailand and Europe. Tyson also announced last week
an investment in plant-based shellfish protein manufacturer New
Wave Foods.

MOVING AHEAD

Although there are signs of a slowdown in growth this year, the
popularization of delivery services will likely allow the U.S.
restaurant industry to realize its best growth since 2015. The
number of jobs added by the restaurant industry in August slowed
far below the monthly average of the past 7 years, and big casual
dining chains including Perkins & Marie Callender’s (400 outlets)
have filed for bankruptcy this year. The National Restaurant
Performance Index fell in July to 100.4, just above the 100 line which
denotes expansion or contraction in the industry. That said, strong
growth by some of the top fast casual chains, including McDonald'’s,
Starbucks, and Chick fil-A will drive revenue growth by the USA’s
top 500 chains up 3.7% this year according to industry consultants
Technomic. By category, limited service restaurants, including fast
food, are driving most of the growth, while the projected annual
growth of full service dining is projected in 2019 at 1.8%, below
expected GDP growth of approximately 2%. Restaurant deliveries
have grown 20% in the last 5 years and industry forecasts predict
that online food delivery sales could grow to as high as 40% of total
restaurant sales by 2023.

TRADE

Hong Kong fresh pork prices are now at lofty levels, driven by sharp
reductions in live hog and pork imports from China. Fresh spare rib
prices at HK island wet markets last week were over U.S. $17/1b.
($37/kg.), roughly 12 times the wholesale value of fresh spareribs in
the U.S. For fresh pork supplies, Hong Kong relies on imports of live
hogs from the mainland, which are harvested in local abattoirs.
Imports of live hogs from China into HK were down 27% to 627,358
head during Jan-July, and for the month of July fell a sharp -58% yoy
to 52,760 head. Chilled pork, a logical substitute for fresh pork, has
never been a large import item in HK, accounting for just 4% of total
pork imports during CY 2018. A large volume of pork imported into
HK is re-exported, but chilled pork as a % of the total pork consumed
in HK is probably less than 10%. From Jan to July, imports of chilled
pork from all destinations were up 18%, but the total 7-month
volume of just over 7,000 tons is small compared to the roughly
7,500 tons per month of pork equivalent that has been derived from
the live hogs imported so far this year. Imports of all pork are also
down in HK, but not due to ASF. Rather, HK traders have faced
challenges with re-exporting & have diminished orders as a result.
Jan-July total pork & pork variety meat imports into HK were down
20% to 369,180 tons; shipments from China, mostly frozen, were -
19% to 38,870. For the month of July alone, imports of Chinese pork
were down 26% year-on-year to 5,835 tons.

Hong Kong : Monthly imports of live hogs and pork (Jan 2018-July 2019)
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Choice 2.09 2.20 | 102

select 2.00 2.07 A%

Rik 3.54 2.65 3%%

Chuck 1. 74 1.83 5%

Round 1.62 1.90 A7eE

Loin 2.69 3.08 | 1496

Brisket 1.79 2.06 1526

Short Plate 1.50 1.60 T

Flank 1.26 1.26 0%

50%6 trim 0.62 o.27 | 40%
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Hong Kong : Monthly imports of live hogs and pork (Jan 2018-July 2019)
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