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SUPPLY & DEMAND

High slaughter volumes and the completion of Christmas beef purchasing
bookings from the institutional sector saw the cutout, and all of its 7 primal
values, drift lower last week. Despite year-to-date production being up 0.4%
from the pace of last year, last Friday’s cutout closed 7% above the level of
the same time last year. Of recent interest to analysts has been the continued
counter-seasonal high spread this fall between average USDA CHOICE beef
and USDA SELECT beef. For the week ending Nov 22, 9.6% of graded cattle
reached PRIME, 71% CHOICE, and 16% SELECT. Although the CHOICE &
PRIME percentages are above year-ago levels, the % of total cattle grading
CHOICE and SELECT is running below year-ago levels due to increased
harvesting of cows, bulls and other ungraded cattle. Secondly, the % of
CHOICE cattle grading in the upper 2/3rds CHOICE and selling at a premium
under branded programs is increasing, which may be further diminishing the
overall supply of lower CHOICE cattle & beef. From January through mid-
November, 31.9% of fed beef graded upper 2/3rds CHOICE, up from 31.6%
for the same period in 2018, 29.4% in 2017 and 28.5% for the previous 5-
year average. Branded beef across all programs is commanding a U.S. $
0.053/1b. premium over low CHOICE beef across all cuts, but up to U.S.
$0.40/1b. for items like ribeyes. Moreover, this overall premium has been
increasing; the spread between the Branded CHOICE cutout and the all-
CHOICE cutout is up 8% from the $ 0.049/1b. spread (premium) for the same
time last year, and up 21% from the $0.043/Ib. spread of 2014 - 2018. U.S.
beef exports during October under-performed, with year-on-year falls in
monthly volumes to all top #5 markets (Mexico, Japan, Korea, Canada, and
HK). The outlook has brightened however with new market access deals
being finalized with Japan and the EU in the last 2 weeks (see TRADE next
column.)
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The pork cutout moved sideways last week as uncertainty continued to grip
the market and large numbers of hogs came to market. Reports that China
will exempt some punitive duties on U.S. pork imports drove futures last
Friday to a 2-week high. On the production side, USDA estimates that 2.799
million hogs were processed last week, an all-time record weekly high.
Despite the large output, primal values held their values last week, except
picnics, which rose slightly, and bellies, which dropped. China’s
announcement last Friday by the Ministry of Finance stated that China’s tariff
commission was “working” on a tariff exclusion program, and as of today,
there has been no further hard news on the program. With live hog prices in
the U.S. low (U.S. $ 0.75/kg. liveweight) and the cutout 14% above year ago
levels, processing margins are in the U.S. $60 per-head range. U.S. pork
exports to China of 55K tons in October surpassed those to #1 market Mexico
for the month, and helped drive total Jan-Oct U.S. pork exports +5% (to 2.13

million tons) on the pace of a year ago and +6% from Jan-Oct 2017.
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ACTIVITIES:
Food & Hotel Asia, Singapore: March 31 - April 3, 2020

SIAL, Shanghai: May 13-15, 2020
Food Taipei, Taiwan: June 17-20, 2020

MARKET MAKERS

Cargill is doubling down on its commitment to reduce total greenhouse gas
emissions (GHG) from all of its agricultural operations by pledging a 30%
reduction in GHG output per ton of product produced within its supply chain
by 2030. The effort includes working with farmers and beef ranchers on
improved soil health and carbon storage programs, including a newly
announced initiative to capture the value from cattle manure-based nutrients,
fiber, and energy at the farm level.

MOVING AHEAD

U.S. private industry standards, especially those from big chains such as
Walmart and McDonald’s, are driving new animal welfare initiatives above
and beyond government regulations such as USDA’s 61 year-old Humane
Methods of Livestock Slaughter Act. In 1998, 30 years after the
implementation of USDA’s welfare regulations for slaughter facilities,
foodservice giant McDonald’s announced its own standards requiring all of its
beef suppliers to pass animal welfare audits. Since that time, more animal
handling standards and programs have been introduced to improve practices
throughout the supply chain. For example, in 2008 the Global Animal
Partnership (GAP) began certifying welfare practices, and last year over
3,700 farms and 416 million animals received GAP certification. GAP’s 5-Step
Animal Welfare Rating System provides consumers with information on how
the animal was raised, while also encouraging producers to move up the step
system by increasingly mimicking natural environments. Once a third-party
audit has been conducted and a GAP step rating has been determined, meat
products derived from the certified production may display a GAP certified
marketing label. For beef cattle, the GAP system'’s different tiers reflect both
the extent to which the animals have been raised entirely in a pasture
environment, in addition to specifying standards for other animal handling
practices, including weaning, castration and transport times. The highest
GAP 5+ rating specifies that the animal spent its entire time on one farm
under pasture conditions (no feedlots). One of the latest animal welfare
programs to be launched is noted animal care expert Temple Grandin’s
Responsible Cattle Care Program. Grandin’s system involves the objective
scoring at meat harvesting facilities of responsible care and management
indicators such as degrees of lameness, cleanliness, injuries, and internal
health. The program, audited by Food Safety Net Services (FSNS), is already
being used by Texas -based Nolan Ryan Beef. In addition to these programs,
the principal U.S. cattle and pork industry trade associations operate product
quality assurance (PQA) programs, which include certifiable on-farm animal
handling guidelines. Most recently, the 4 largest U.S. beef packers have
pledged to adhere to the NCBA’s Beef Quality Assurance-Transport (BQAT)
Certification program by Jan 1, 2020. On the pork side, the National Pork
Board’s PQA-plus program includes on-farm assessments of producer animal
handling practices such as available living space, timely euthanasia, air
temperature, air quality and evidence of acts of abuse or neglect. Large pork
packers such as Hormel have only been sourcing hogs from PQA+ certified
farms for over 10 years. Over 71 thousand U.S. producers have been PQA+
certified and 18,000 farms have been PQA+ assessed.

TRADE

Although China continues to dominate media reports about the global meat
trade, the U.S. has scored 2 other major market access milestones in the last 2
weeks. First, the Upper House of Japan’s Parliament approved the U.S.-Japan
trade agreement on Dec 4, paving the way for the agreement to be
implemented Jan. 1, 2020. A week earlier, the European Parliament gave final
approval to granting the U.S. an 18.5K ton dedicated share of Europe’s high
quality beef quota. The U.S. tariff rate quota will grow to 35K tons over 7
years. The Japan agreement will put the U.S. on the same competitive footing
as other major beef & pork supplying countries and will see import duties on
price sensitive U.S. items such as beef short plate and ground seasoned pork
fall on the 1%t day of next year. With the agreement, U.S. beef & pork total
exports next year are forecast at $2.3 billion and $1.7 billion respectively, up
from a forecast $1.92 billion and $1.5 billion this year (see GRAPH previous
column). USMEF projects that by 2025, U.S. red meat exports to Japan will
approach $5 billion - roughly $2.8 billion for beef and more than $2 billion for
pork. The agreement opens new opportunities for processed red meat
products, with tariffs on these products phasing to zero. Through October,
U.S. beef and pork exports to Japan totaled U.S. $2.896 billion, $250 million or
8% below the pace of a year ago. In Europe, U.S. beef exports have been
plagued by restrictive quotas and trade uncertainty; through October, beef
shipments of U.S. $168 million were -14% the value pace of a year ago.
Analysts expect the new EU TRQ to be implemented early next year.
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