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SUPPLY & DEMAND

The beef cutout fell last week, with drops in all major average primal values.
Analysts attribute last week’s softness to the end of Thanksgiving buying but
also institutional pushback against high middle meat prices. During the run-
up to this Thursday’s Thanksgiving, retail buyers are focused on turkey and
ham features. Chucks and rounds, which have enjoyed increased demand as
late as late due to shortages and high prices of imported manufacturing beef,
started strong last week but also weakened toward the end of the week
following the general decline of the entire market. According to Australian
estimates, over the last decade, the U.S. has annually imported between 20-
35% of its manufacturing beef needs. Imported lean manufacturing beef is
mixed with domestic fatty (50% chemical lean) beef to reach a desirable
ground beef mix, usually 80:20 lean-to-fat or 75:25. The average values of
50% fatty beef are now almost 45% higher than year-ago levels. Australian &
New Zealand lean beef supplies have been very high priced due to growing
demand for manufacturing beef from Asian markets, especially China.
Moreover, prices have stayed firm despite increased U.S. cow slaughter;
during October, U.S. cow slaughter was +4.7% year-on-year. Anticipation of a
bearish USDA Cattle on Feed report last Friday sent cattle futures values
lower toward the end of last week, but the report showed that the much-
watched number of cattle placed into feedlots during October was more
modest than estimated (see graph below). The market should treat the
report as being bullish, but the number of cattle on feed - and especially those
on feed for more than 120 days - remains large. On another bullish note, the
large beef facility that experienced a fire in early August will start processing
cattle again next week. The 6K head-per-day plant will need until early next
year to return to full capacity, but its re-opening should be positive to live
cattle prices, which dived following the plant’s closure. That said, given last
week’s weakness in boxed beef prices, analysts are pondering whether the
cutout will fall further as more beef production comes back on line.
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Beef Choice Beef Cutout Value:25/11/2019 - US$233.24/cwt. (-2% from
18/11/2019)

The pork market was unsettled last week, with belly and ham values
noticeably slipping (see MOVING AHEAD next column). USDA reported
frozen stocks of pork bellies at 45.920 million pounds (20,829 tons), up 72%
from a year ago. Average spot belly prices last Friday ended >25% lower
than the previous Friday’s close, but bounced yesterday (Monday) as
volatility continues in the pork marketplace. U.S. pork production is in the
midst of its seasonal Q4 surge; commercial U.S. hog slaughter during October
of 12.301 million head (equaling 1.18 million tons of pork production) was
+5.6% from year-ago levels and was an all-time monthly record. =~ Sow
slaughter remains muted, an indication that producers are generally bullish
about market prospects moving forward. U.S. pork export numbers for the
latest reporting week (week ending November 14) were large, but skewed by
catch-up export and sales numbers that had not been reported in previous
weeks. For example, reported pork sales to Japan of over 21 thousand tons
were a weekly record. Accumulated pork exports to China so far this year
now total 275,800 tons and outstanding sales (product sold but not shipped)
for 2019 are 138,400 tons. Outstanding sales for 2020 are 232,600 tons.

Year to Date Accumulated Pork Exports

Country YTD 2017 YTD 2018 YTD 2019 YOY
TOTAL 957,237 997,220 1,372,968 38%
Australia 31,180 34,068 52 763 51%
Canada 68,785 73,625 80,956 10%
China 54 367 21,896 275,841 | 1160%
Colombia 34,332 47,440 47,923 1%
Hong Kong 55 823 52,594 35220 | -33%
Japan 168,276 162,830 185,110 14%
Korea 111,744 155 395 140,668 ~9%
Mexico 356,477 364,418 460,607 26%

Hog Carcass Cutout Value: 25/11/2019 - US$84.01/cwt. (-6% from
18/11/2019)
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MOVING AHEAD

U.S. hog slaughter plants are running near capacity, with USDA estimating last
week’s slaughter at 2.758 million head, significantly above the 2.245 million
head processed during the same week a year ago. Tightness in capacity
generally translates into lower live hog prices as growers compete with each
other to lock in harvesting space. On the pork side, processors continue to
find willing buyers despite higher output, and the pork cutout value remains
approximately 30% higher than year ago levels. In column 1, we mentioned
recent large export numbers, but demand in the U.S. has remained solid as
well. This has been most noticeable in the ham complex, where the current
primal value is nearly double year-ago levels. Several forces are working to
prop up ham values. First, China continues to buy whole carcasses from the
U.S. In the last 8 weeks of export sales reporting, weekly exports to the
mainland have averaged 10 thousand tons, equating to an offtake of over 70K
animals per week, each with 2 hams. Second, exports to Mexico have
increased markedly since it eliminated the punitive 20% on U.S. imports in
late May. Thirdly, during the 1st week of Nov, China reopened its market to
Canadian pork, resulting in a fall in product crossing into the U.S. These
international developments have unfolded just as peak domestic ham
demand Kkicks in, starting from spot interest for product for this Thursday’s
Thanksgiving holiday, but also in buying activity for Christmas. The Daily
Livestock Report estimates that during the 1st 2 weeks of November, just 5%
of total U.S. ham production was available for spot purchase.

TRADE

China announced last week it would re-establish import eligibility to U.S.
poultry imports after a 4-year ban. Last Friday, China’s General
Administration of Customs (GACC) updated its supplier eligibility library
allowing in poultry imports from 172 U.S. facilities, making the restored
access effective for products produced on or after November 22. According to
the U.S. Poultry and Egg Export Council (USAPEEC), the China market for U.S.
chicken, turkey, duck, and breeding stock exports could be an opportunity
worth $2 billion a year. China put its import ban in place in January 2015
following the detection of highly pathogenic avian influenza (HPAI) in
Oregon. USAPEEC commented last week following the announcement that
China maintained its ban even though the U.S. had been free of HPAI since
2017, and long after every other country that had imposed a similar ban had
lifted it. As an ostensible quid pro quo, UDSA’s FSIS last week lifted its
restrictions on the import of Chinese cooked poultry products derived from
locally slaughtered birds. Heralded as an early harvest for a possible
upcoming larger bilateral trade deal, China’s need for additional poultry - and
all animal protein imports - is high given the multi-million ton decline in
Chinese pork production. Through September 2019, China imported just shy
of 560 thousand tons of poultry, up 50% from the pace of a year ago, but
below the record Q1-Q3 import level of 630 tons recorded in 2008. Brazil
holds a 70% share of the current import market, although 8 other countries
(Argentina, Chile, France, Poland, Hungary [duck only], Russia, Belarus
and Thailand also enjoy some access. From a U.S. export perspective, China
eligibility should boost total exports. The current U.S. poultry export
portfolio is somewhat diversified, with the top 5 destinations Mexico, Hong
Kong, Cuba, Taiwan and Angola accounting for less than half of total
exports. U.S. direct poultry exports to China peaked in 2008 at just under
800K tons; in that year China still only accounted for 20% of total U.S. poultry
exports (see graph below). U.S. poultry exports to China have faced obstacles
since 2010, when China imposed anti-dumping and countervailing duties
against U.S. white feathered broiler exports. Those were not dropped until
late February 2018 following a Jan 2018 WTO ruling in favor of the U.S. which
had challenged the legality of the duties under international trade laws.

U.S. Poultry Exports to World, Hong Kong & China
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Year to Date Accumulated Pork Exports

Country YTD 2017 YTD 2018 YTD 2019 YOY
TOTAL 957,237 997,220 1,372,968 38%
Australia 31,180 34,968 52,763 51%
Canada 68,785 73,625 80,956 10%
China 54 367 21,896 275,841 | 1160%
Colombia 34,332 47,440 47,923 1%
Hong Kong 55,823 52,594 35220 | -33%
Japan 168,276 162,839 185,110 14%
Korea 111,744 155,395 140,668 -9%
Mexico 356,477 364,418 460,607 26%

BREAESINE 20194 11 H 25 H— $84.01 £t/ Bk
@ 20194 11 A 18 HEE 6%)

Pk A

EETER BT e O, EE LR EEEEEA
275.8 Jisk, WAERAEER T 224.5 Jik. HREEMNETE S
SRS T B, ROAIEE M M B S DORIUE 2= 7. J4
WO, REF-EEN, BEENEFIREEENZESR, BRASY)
Mgt 1 FErrm 4 30%. RN 5 FHRBATR BT K=
FIERE O, EEMTS R ROAERFRTE; XIER MR R N RN
BHZ, HERBERAREGNELT& 1 Faimes. —SEEIER
EHshZ RN E: B, PERENEERETENER. Fit
2 8 FRIH B S Bn, BRZETEFSFH OEN 1 i,
A 7 TIA UL R, mERERE 2 MERER. £, B 5
H b E BOE G S EBE ) 20%E TSR LISk, EREE 0
SEWIN. B=, £ 11 AWE 1 FH, FEEHTBUNE BN
. S D& SEE R Rk B E AR RN SR I g
NI B 2 Dy A J DO R SR A BT 46 R SR B, & ST (1 I S
), XEHEERsIZFRCALREI. 38 Daily Livestock Report f&it, 11
T ] R 5 A R R = i AN 5% T RIS

R G

W LA EA, RS 4 SEAEAAR, ek EEHT A LS E P
B . E A AR O B (GACC) BT SL AR B & 1 BRI

FEVFA 172 DSEE T #OEA, 11 7 22 HEZ 841 6
A UAREN . MU S & &t D 2 (USAPEEC) RO %405, 111
FrpE A7 EXS P~ KRG A S IR R R REQ)IE 20 {24358C
FIRIAL 2R XM A B BOw P & U (HPAD TR, HE R 2015
1 HSEiE T 44, B USAPEEC KEITiIL: REEETE
2017 #FEATC K HPAI,  H 2 A% HoAth A St AU 4 ) [ 5%t i
BFEEr, P E YR A S o AE SRR, SRR A
2 A6 R (FSIS) b Jol I A6k P A 6 24 B o) o £ v ] B0 T 5 34 )
DA i AR BRI o TS [ AT e v B A A KR XA B
Gy O, A v R A R > B T, o [ 58 LUK BT A Bl
PEEAR T RIEE . 8% 2019 F 9 A, PEMED 56 Jf
B, BT EERTRC 50%, (EARFR 2008 fE5E—F AL S A4S
1 630 M, RAEREHAM 8 ANEKETHRE ~ FR ~ %=E > B
TAFMIGA) ~ BEH ~ BRFHNRE LG et 0, o
PHAE A RTRE O A 700%M A, WSS H I f Bk, PIE
FFcE R RE (L2t D . AT SR DR & A S B 2 R
t, BHEART S WO HM. SEF S FE S HE~ SEBNRFE
POIEAE P O A OAR . SEE BRSO R EKEA
H1E 2008 FLF| T, Hir 80 Al HEPETIH HEEER
ST 20%(0 R D). H 2010 A [E X £ E F 2R ARG B P
SRAGUEA AN SR A LUK, 5% T 4 v ) f) 2 ) 0 — T W P . L
F) 2018 4 1 AHFARGHALWTONN 3 FHH AR kE, X
SERUA R 2018 4F 2 R AIA B, 2 [ bR 5 i
JE IR EEVESR ) T e -

U.S. Poultry Exports to World, Hong Kong & China
Jan - Dec 2008, 2010 to 2018 and Jan to Sep 2019
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