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SUPPLY & DEMAND

The beef cutout weakened slightly last week, but wholesale trading has been
sporadic due to the holidays. Live fed cattle prices closed higher again last
Friday week-on-week, the 10t week of consecutive gains. Weak wholesale
beef prices and stronger live cattle prices have narrowed the large slaughter
margins that prevailed throughout last fall. There are large numbers of fed
cattle in the pipeline however, and analysts will be closely watching how beef
demand - including for exports - unfolds this late winter. Analysts though are
generally bullish about the next few months. Wholesale prices should start to
seasonally move upward and although the beef cutout value is starting the
year slightly below (-3%) the level of a year ago, China’s appetite for beef
imports and strong manufacturing beef prices are providing a positive bias to
the market. And although U.S. beef exports were down in 2019 (exports
through Dec 26 = 816K tons, -5% year on year, variety meats excluded), the
new year begins with positive momentum on the trade side with a sharp tariff
reduction (from 38.5% to 26.6% for frozen beef) for U.S. beef imports into #1
market Japan effective last Wednesday Jan 1. Last Wednesday, the U.S. also
gained more access to the EU through the creation of a U.S.-only zero duty
high quality beef quota; under the agreement, the country-specific TRQ
begins at 18.5K tons per year, and expand to 35K tons over 7 years. U.S.
congressional efforts to finalize the U.S.-Canada-Mexico agreement will help
bring more trade certainty to the USA’s #5 and #3 beef markets respectively,
and ranchers are awaiting anxiously for the details of the new phase 1 U.S.-
China trade deal, which the administration has announced will be signed Jan
15. Despite 35% punitive duties, USMEF estimates that U.S. beef exports to
China last year grew 140% last year to about 10K tons. It remains to be seen
whether the new trade deals will help the depressed cattle hide export
market. The total value of hides and offals per head have dropped from a
high of U.S. $233 in 2014 to around $133 currently. On the supply side, U.S.
feedlotters aggressively placed cattle into feedlots during November,
resulting in a high number of cattle currently being on feed (12.031 million
head on 12/1/2019). Analysts will be watching cattle weights closely to
gauge whether cattle are being marketed at a pace which prevents a back-up
in feedlots. Weights increased late last year from the weather-affected low
levels earlier in the year. Last week, live fed cattle weights averaged 1,377
Ibs. (625 kgs.), down 2 lbs. from the previous week but up 8 Ibs. from last
year. That said, because the U.S. is nearing the end of its cattle cycle, there is a
greater percentage of heifers in the fed cattle mix, which should translate into
lower average weights across all cattle harvested. Cattle weights usually
decline from the beginning of the year through May, but market ready fed
cattle supplies are forecast to be large during Q2 due to the large placements
toward the end of last year. Through Dec 22, 2019 USDA AMS data showed
U.S. beef output up 0.5% on the pace of the same period during 2018. USDA’s
latest Dec 2019 forecast estimates annual U.S. beef production will increase
by 1.4% this year to 12.48 million tons.

Beef Choice Beef Cutout Value:6/1/2020 - US$209.65/cwt. (-1% from
23/12/2019)

The pork cutout weakened slightly over the last two weeks, with bellies
pulling down the hog carcass value. Loin and rib demand remained firm,
although overall market activity was muted by the holidays. Live hog values
strengthened last week, but U.S. prices remain low with values hovering near
the U.S. $1.10/kg. level, much lower than other main producers (see TRADE
next column.) Pork futures sank last Friday in line with equity markets as
tensions in the middle east ratcheted up. The cutout begins 2020 +6% from
the level of a year ago. But this slight premium to last year’s values doesn’t
fully capture the volatility which ensued last year for various pork primal
items, especially the belly and the picnic, which closed last Friday -37% and
+61% respectively from their values a year earlier (see table below).
According to weekly export data, U.S. pork muscle cut exports last year
(through Dec 26) reached 1.596 million tons, +38% from 2018. Monthly
export data, including that for variety meats won’t be available for over a
month, but USDA’s weekly numbers show that low U.S. prices, the restoration
of zero duties in Mexico in late May 2018, and ASF fueled import demand by
China allowed the U.S. to vastly expand its exports last year, despite market
access challenges.

Average U.S. pork primal values er pound
PORK Cutout | Loin | Butt Pic Rib | Ham | Belly
1/4/2019 0.70 0.64 | 0.84 | 0.44 | 1.23 | 0.46 1.30
1/3/2020 0.74 0.71 | 0.94 | 0.70 | 1.38 | 0.65 0.81
| Chg year/year 6% 11% | 12% | 61% | 13% | 42% | -37%

Hog Carcass Cutout Value: 6/1/2020
23/12/2019)

- US$74.46/cwt. (-3% from

MOVING AHEAD

As 2019 ends, analysts are issuing their food trend predictions for the new
decade. According to a new report by Nielson, a large percentage of
Americans want to eat and live more healthfully. How different generations
define ‘healthy’ varies, but the desire for foods that can support personal
lifestyles cuts across much of the population. These are just intentions
however, and diet related health issues such as obesity & diabetes remain
major problems in America. Nevertheless, 3 in 10 persons Nielson surveyed
said they are currently making more healthy food choices than a year ago.
Behavior changes include eating smaller portions, choosing foods with
purported health and nutrition benefits, eating less fast food, and lowering
intake of sugary foods. But Nielson points out that many Americans believe
affordability remains a constraint to access so-called healthy foods, and price
remains the dominant driver of all food purchases. One-third of Americans
state that price is the main criteria driving food purchasing decisions while
75% of Americans believe it's important to shop for the best price on any
given product. Nielson points out that there are many pre-packaged and
frozen foods, such as frozen berries, that are affordable and nutritious but
lack contemporary or slick marketing support. In the protein category, where
the research firm notes that sales of trendy protein bars, nuts, and meat
snacks are enjoying high rates of growth, Nielson sees opportunities for more
messaging about the high protein content of fresh meat. On a per weight or
per serving basis, fresh meat can be just a fraction of the cost of bars and
processed meat snacks. And because 55% of Americans prioritize protein
content when deciding which foods to buy, such messaging efforts could yield
large dividends to the meat & poultry industry.

TRADE

China imported over 229 thousand tons of pork muscle cuts during the
month of November, the country’s largest volume ever for a single month.
However, when including variety meat shipments, imports fell approx. 6
thousand tons short of the 319 thousand tons imported during August 2016.
Although total pork shipments during Nov were short of the 2016 record,
China’s total imports of all meat & poultry during the month of nearly
645,000 tons - or over 1,000 40 foot containers per day - was an all-time
monthly record, and brought China’s total animal protein shipments for the
1st 11 months of the year to 5.35 million tons, up 44% or an increase of 1.6
million tons over the pace of 2018. Nov saw China live hog prices peak at
over RMB 40/kg, but prices have fallen back since then, and the large
imported volumes have again filled cold storages to capacity, causing sharp
downward pressure on wholesale prices of all frozen proteins. The market is
also being pressured by the PRC government’s release of frozen pork reserves
and other administrative guidance to keep pork prices stable before the Jan
25t lunar new year. China has made 8 such releases since mid-September
2019 totaling 200K tons. China’s large import purchases have driven pork
prices in the EU, its main supplier of imports, to the highest levels ever for
this time of year. China dropped its frozen pork import MFN duty rate from
12% to 8% on Jan 1, but EU suppliers, which captured 71% of imported
market share in November, still enjoy a 60-percentage point duty advantage
over U.S. products. That explains the EU’s high prices, but more importantly,
the 69% price spread between EU and US hog prices (equal to a $40.60/cwt
EU premium to U.S. prices) that prevailed in mid-December. To be sure, some
PRC importers have been awarded exemptions from 25% of the total 60%
punitive duties on U.S. pork, but information on who was granted the
exemptions has not been made public. Moreover, it remains unknown what
quantity of U.S. pork has been imported under the lower 37% duty rate and
whether the government has set a volume limit on such imports.

U.5., EU and China
Estimated carcass

Us$fpound

ACTIVITIES:

Food & Hotel Asia, Singapore: March 31 - April 3, 2020
SIAL, Shanghai: May 13-15, 2020

Food Taipei, Taiwan: June 17-20, 2020
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U.S., EU and China Hog Prices
Estimated carcass prices in USD
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