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SUPPLY & DEMAND

Last Friday’s market close saw the beef cutout move lower week-on-
week on seasonal weakness in the wholesale beef market. Boxed
wholesale beef values have more or less returned to the levels that
existed before the big August 9 beef plant fire in Kansas, with the
USDA CHOICE cutout ending last week at approximately $2.20/1b,
down from the high reached after the fire of $2.42 (August 21) and
only a few cents above the U.S. $2.16/1b level just before the blaze.
Most beef prices still remain above year-ago levels, but items like
USDA PRIME ribeyes are trading in record territory. Last week,
average PRIME product prices were nearing U.S. $14.50/1b., +78%
from last year. Although beef prices may be finding more
equilibrium, the fire continues to weigh on the live animal market.
Due to the increased leverage of packing plants due to reduced
national capacity, cattle feeders are losing an average of $118 on
every animal sold, but wholesale beef prices, though slipping, are
allowing beef packers to capture a high $430
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The pork cutout closed lower last Friday week-on-week, although
positive news about possible China pork purchases drove futures up
sharply in both the Thursday and Friday trading sessions. Average
USDA reference values for heavy bone-in hams increased for the 2nd
week in a row, up 6% week-on-week to $0.61/1b., and up 22% from
last year but otherwise lower than all recent years and down from
$0.71/1b. from the previous 5-year average. The values of all other
primals drifted lower last week. Optimism on the China trade was
boosted by strong reported sales in the most recent weekly USDA
report, and a somewhat cryptic Xinhua media report that stated
China “will exclude some agricultural products such as soybeans and
pork from the additional tariffs on U.S. goods.” No additional details
were available as of September 15. Outside of China, trade date
showed the U.S. exported a record monthly volume of pork during
July (233,242 tons), with a rebound in shipments to Mexico. The
U.S. needs to export more pork as production begins to seasonally
ramp up. Year to date U.S. pork production is up 3.7% from last year
with slaughter up 3.2%. USDA’s most recent WASDE report forecasts
Oct-Dec U.S. pork production will increase 5.6% year on year.
Analysts will be eagerly watching early this week for details on
China’s tariff exemptions; if duties are rolled back to the 12% MFN
rate, PRC buying interest in U.S. pork could skyrocket
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MOVING AHEAD

Cattle raising has come under considerable criticism for its heavy
environmental footprint, but official and expert statistics suggest
otherwise. Moreover, cattle - as ruminants - are efficient up-cyclers
in that they can convert plants of little or no value into high quality
edible protein and other products such as leather and
pharmaceuticals. According to the U.S. Environmental Protection
Agency (EPA) and cattle life cycle analyses, 3.3% of the USA’s total
greenhouse (GHG) gas emissions (methane and nitrous oxide) come
from beef cattle. On a global scale, beef life cycle emissions total 6%
of the world’s GHC emissions, with the U.S. cattle industry’s impact
totaling less than 0.5%. The U.S. as a leader in beef production
efficiencies through its advanced cattle genetics, modern nutrition
programs and animal husbandry practices, has one of the lowest beef
GHG emission intensities of any global producer. Most of the U.S.
advantage is evident by the lower numbers of cattle needed to
produce a given quantity of beef. The U.S. cattle herd accounts for
approximately 8% of the world total, but U.S. beef output is 18% of
the global total, according to Dr. Sara Place, the Senior Director of
Sustainable Beef Cattle Research at the NCBA. Despite the U.S. beef
industry being characterized as one dominated by grain-feeding
systems, U.S. cattle derive most of their nutrition from the grasses
they consume in the cow-calf and stocker phases of production
before they enter feedlots. Approximately 90% of what grain-
finished beef cattle eat are these grasses and forage plants that are
not in competition with the human food supply. The efficiency of the
U.S. cattle & beef industry continues to improve; compared to 1975,
it takes 36% fewer cattle to produce the same amount of beef today.

TRADE

Chinese live hog and pork prices have now reached record levels,
with the national average live hog price standing at RMB 27.42 /kg.
(U.S. $3.87/kg) on Sept 12. U.S. live hog prices in lowa & Minnesota
averaged U.S. $0.86/kg on the same day, highlighting the value
disparity. Chinese hog prices have climbed +60% since early July.
However, the impact of China’s pork shortage is still in the beginning
stages of affecting global markets. During August, average hog
carcass prices were still lower than the 5-year average in many of
China’s main supplying countries: U.S. -2%, Canada -1%, Brazil -
14%, and Chile -4%. The EU, China’s main pork supplier with a 63%
market share of total imports through July, was the exception, with
carcass prices up 7%. As indicated in the previous column, optimism
pervaded the U.S. futures market late last week as Chinese officials
announced Chinese buyers were making inquiries about purchasing
U.S. pork. Although headline news has highlighted slow U.S. ag sales
to China, PRC purchases have been strong recently, and despite
import duties of 72%. The U.S. shipped over 3,000 containers (60+
thousand tons) of pork to China in July, and the most recent weekly
sales report (week ending Sept 5) showed over 10K tons of new
sales. Average imported pork prices into China are rising, suggesting
that the global impact of the shortage will become more evident in
the coming months (see graph below).

China: Import volume & unit values, chilled and fzn pork (Jan 2016-Jul 2019)
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