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SUPPLY & DEMAND

The USDA CHOICE beef cutout continued its seasonal move lower last week,
softening 1% week-on-week to $2.13/lb. Average wholesale beef prices are
now the lowest since July. The cutout is still +4% from last year however,
with all wholesale beef prices getting support from higher graded ribs, where
demand from both high end restaurants and retail is strong. Last week, the
USDA PRIME-to-CHOICE cutout spread was $0.65/1b., up from only $0.09/1b.
last year. We will provide more analysis of USDA grading trends in next
week’s U.S. Meat Bulletin. Live cattle prices continue to slowly recover from
the sharp drop experienced after the major beef plant fire on August 9. Last
week, live fed cattle prices hovered around the U.S. $1.07/lb level, a few
dollars below the U.S. $1.12/1b level just before the fire. Year to date U.S. beef
production is up 0.1% from last year with slaughter up 1.1%.
Rib Primal Prime/Choice Spread
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Despite high slaughter rates, the pork cutout has moved higher over the last 2
weeks. The +5% rise last week to U.S. $0.75/lb. was propelled by sharp
increases (+19%) in the belly primal, but also firmness in butt values. Weekly
slaughter was a high 2.669 million head, +6.8% from the harvest level during
the same week a year ago. Hog futures moved in the opposite direction of
pork prices last week, with the December futures contract moving lower for 4
straight days to close at U.S. $ 0.68/lb. Despite signs of renewed export
demand, market observers were somewhat disappointed by weekly export
and sales numbers reported for China last Thursday for the week ending
September 26. On that day, a spokesman from China’s Ministry of Commerce
said China had purchased “considerable” amounts of U.S. soybeans and pork
ahead of the next round of trade talks that will commence in Washington this
Thursday. No further official statements have been released regarding the
exact level of exemptions or duty reductions for U.S. pork imports that were
reported by Xinhua on September 13%, and many analysts believed that
China’s official statements meant larger orders would be in store. The last big
U.S. pork sales to China were the 10,878 tons reported for the week ending
Sept 5. Monthly trade statistics for August show that total U.S. pork exports
to China were nearly 57K tons, nearly 5X the level of August 2018, but -7.5%
from July 2019 exports. Another possible reason for the bearish market
sentiment last week was USDA’s 9/27 Quarterly Hogs & Pigs report, which
showed a record 77.678 million head of all swine were held on U.S. farms as
of Sept. 1. Also bearish, but positive from a productivity standpoint, was the
3.6% year-on-year increase in the average pigs per litter index to 11.11 head
(Q1 2010 was approx 9.6 head). The improving pigs per litter number
suggests that slaughter numbers will be higher in the months ahead. Despite
the large numbers, lowa State University estimates show that August
breakeven values for carcasses were U.S. $0.61 - $0.64/lb., below current
futures prices. In short, the average U.S. producer is still operating profitably.

Weekly U.S. Pork Exports to China
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Hog Carcass Cutout Value: 7/10/2019 — US$77.75/cwt. (-11%
from 23/9/2019)
ACTIVITIES:

FHC, Shanghai: Nov 12-14, 2019
SIAL, Shanghai: May 13 - 15, 2020

MOVING AHEAD

ASF continues to roll through the Asia Pacific with the island nation of East
Timor reporting its first case last week. East Timor shares an island with
Indonesia’s province of East Nusa Tenggara and is located approximately
700 kilometers northwest of Darwin, Australia. Given the extensive bilateral
trade between the U.S. and China, swine health experts continue to believe
that ASF constitutes a major and growing risk to U.S. herds. From September
24-27, the swine industries of lowa and 13 other states, the USDA, and state
governments, conducted a simulation exercise of how an ASF outbreak in the
southern state of Mississippi would be managed at a national level following a
disease confirmation. The exercise provided an opportunity to the industry
to further test its Secure Pork Supply (SPS) system, a disease preparation plan
that would help producers maintain business continuity in the event of a
foreign animal disease outbreak (FAD). SPS would allow live animal
movements from producers who, through appropriate record-keeping, can
document they are not infected with the FAD. The crux of SPS involves the
ability of producers to request movement of animals from non-infected
production premises to a non-infected destination premise. State
governments issue standardized 7-digit alpha-numeric premises
identification numbers (PINs) that producers can turn into printable bar
codes allowing easy identification of each production site and for sample
submissions to diagnostic labs. Other key aspects of SPS include maintaining
detailed records on the movement of animals, feed, supplies, equipment,
production site personnel, and visitors, and formulating a written biosecurity
plan for each premise. SPS is a voluntary, and is formulated to assist national
and state government FAD response plans, including USDA APHIS’s ASF
Disease Response Strategy which can be found at
https://www.aphis.usda.gov/animal health/emergency management/downl
oads/asf strategies.pdf.

TRADE

The U.S. administration announced Sept. 16 that it had reached an agreement
with Japan to lower and/or eliminate tariffs on each other’s agricultural
products. Outside of agriculture, the mini-agreement provides preferential
access for each country’s digital products. U.S. trade authorities have not
announced the implementation date for the new pact, but speculation is that
it could come into force early next year as it would not require U.S.
congressional approval. When the agreement is implemented by Japan, it is
understood that U.S. red meats will be accorded the same tariffs currently in
effect for U.S. competitors that were lowered when the CPTPP and EU-Japan
free trade agreements were implemented in Dec 2018 and Feb 2019
respectively. The U.S. could see some immediate benefits such as the
lowering of the duty on frozen beef from 38.5% to 26.6%. The U.S. share of
the frozen beef import market dropped from 50% in 2003 to 34% last year,
and large-volume items such as short plate have been trading at a significant
tariff disadvantage to Aust. and Canadian product. Japan has agreed to phase
down its beef duties to the U.S., CPTPP members and EU suppliers to 9% by
2033. Under the new free trade agreements, Japan has managed to maintain
its minimum import, or gate price of Yen 524 /kg. for chilled/frozen pork, but
will phase down the maximum duty it assesses to Yen 50/kg. in 10 years.
This will provide incentives for the import of low cost pork items such as
picnics in later years and allow low cost producers such as the U.S. to better
exploit its competitive advantage; under the current gate price system, any
pork priced below Yen 524/kg. is assessed a duty equal to the difference
between that gate price and its invoice value. In the shorter term, the U.S. will
be put back on even tariff footing with its competitors for items such as
ground seasoned pork (GSP), and sausages, where competitors currently are
taxed at 13.3% & 6.6% respectively, compared to the current rates on the U.S.
of 20% & 10%.
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