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SUPPLY & DEMAND

U.S. cattle and beef markets advanced last week based on lower prices at U.S.
retail outlets and advanced retail buying for the Sept 7 Labor Day holiday.
Higher slaughter numbers this week, driven by growing processing margins,
should also buttress the market, with analysts forecasting a 650K head
harvest week; last week’s slaughter totaled 640K head, down 2% from the
same week a year ago. Retail beef price movements typically lag those of
wholesale, with average retail values still on the decline despite the beef
cutout reaching its highest level in mid-May. The average all fresh national
retail beef price (all cuts) during July of U.S. $6.74/1b was 9% below the level
of June but was still approximately 10% higher than during July 2019. August
retail prices are expected to be lower on average than those in July, despite
the recent upturn in wholesale beef values. Live cattle and cattle futures
markets followed the advance in boxed beef prices and there is some bullish
market sentiment that the cattle backlog is shrinking. Some observers
believe that the early spring 2020 drop in cattle placements into feedlots is
now manifesting itself in terms of relatively tighter fed cattle supplies. This
however may be temporary. Fed cattle futures, which had advanced for 8
straight sessions through last Friday, moved lower yesterday (August 17) as
analysts look ahead to this Friday’s USDA cattle on feed report and possible
data showing a large number of cattle were placed on feed during July while
fed cattle marketings to processors dropped. Average feedlot losses in July
are expected to be the largest so far in 2020, and based on feed and feeder
cattle input costs, losses should continue for at least the next few months.
U.S. beef exports in July recovered from the low levels in May and June, but
new net U.S. beef export sales over the last few weeks have been tepid. Year
to date U.S. production is down 2.4% from last year with slaughter down
5.1%.

2016: 11.44 MMT, +6.4%
2017: 11.88 MMT, +3.8%
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Beef Choice Beef Cutout Value:17/8/2020 - US$217.26 /cwt. (+5% from
10/8/2020)

The pork cutout closed last Friday up 6% from the previous week and at the
highest value since early June. Primal ham values jumped sharply, while
butts, loins, ribs and bellies also firmed last week. The roller coaster market
for heavy bone hams continues; after decreasing for 2 weeks, heavy bone-in
ham subprimal values jumped 30% last week alone, while values of boneless
boxed rollout products remain elevated at levels that are higher than those at
the beginning of this year. Finding labor to work boning lines at meat
processing plants remains challenging and is the main reason for the spread
between bone-in and boneless product prices. The market received some
support yesterday from a week-on-week jump in Monday’s (August 17)
slaughter volume to 480K head, a substantial 23K head larger than that on
August 10. And on the supply side, there is growing evidence of a cutback in
U.S. breeding sow numbers, which could be market supportive. Lean hog
futures contracts traded last week at the highest level since mid-June, but the
direction of the pork market -especially for the remainder of 2020 - remains
murky at best (see MOVING AHEAD next column).
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MOVING AHEAD

Early last week, freak hurricane-force winds raced through Iowa, the American
corn and hog heartland. The winds toppled ripening corn plants and damaged hog
barns and creating a ripple in agricultural markets as initial reports suggested that
millions of acres of prime farmland were affected. Corn prices jumped and lean
hog futures strengthened last week for the 2nd week in a row, with October CME
lean hog futures settling approximately 10% higher than the August 3™ close. But
analysts are cautioning that the hog market outlook is still fuzzy as the industry
continues to try and work off a large backlog of hogs that piled up due to CoVID-
related plant closings in the spring. Hog prices are still very low; the lowa
Minnesota lean hog carcass reference price last Friday was approximately U.S. $
0.37/1b., almost half the level of a year ago. There is hope that current prices will
be the seasonal lows but in the last 3 years, lows were registered in September and
October. This year, markets moved down instead of up during the mid-summer
period of June and July. Supportive of the market has been the processing
industry’s stepped-up hog slaughter numbers since the end of May; the slaughter
level between June 1 and mid-August was up 1.4 million head, or 6.1% from the
same period of a year ago. Hog slaughter weights have also declined by 4% since
their mid-May peak. There are mixed signals moving ahead. Cooler weather
normally brings an uptick in average hog weights which will increase supplies,
while the fall sees a shift in U.S. consumer demand away from grilling items such as
higher value loins and ribs. To be sure, wholesale and retail prices for pork remain
historically inexpensive, and the U.S.’s hog/pork complex is extremely competitive
from an international perspective (see CHART previous column). The pork cutout
gained ground last week but is still 18% below year-ago levels. The lower cutout
value is mainly due to weakness in average ham and belly values, which are inputs
for deli and sandwich/burger meats where demand has been hit hard due to
CoVID restaurant shutdowns. Of the approximate U.S. $0.19 per pound year-on-
year decline across all pork wholesale cuts, over $0.17 is due to lower belly and
ham values.  Although takeaway and drive thru restaurants are doing well,
Dataessential survey data indicates that 14% of the nation’s restaurants have
closed since the start of the CoVID crisis. U.S. pork export demand this fall also is
uncertain, especially sales and shipments to #1 market China. Average weekly
exports to market China during the most recent 4-week period of approximately
10.7K tons showed another slip from the previous 4-week average of nearly 11.8K
tons, and a big decline from the nearly 19K tons during April. Despite all these
demand challenges, current lean hog futures prices in 2021, and those of inputs
corn and soybean meal suggest that profits can still be locked in for average U.S.
producers and that there are potential strong profits for the lowest cost operators.

TRADE

An increased appetite for imported protein gave China an even larger
footprint on the global beef and pork trade during H1 2020. During the Jan-
June period, China accounted for all the growth in the global beef and pork
trade and resulted in exporters shorting other markets. Global H1 beef
exports were estimated at 3.67 million tons, up 1%. Most of the increase
came from larger shipments of beef from Brazil and Argentina to China.
Beef trade volumes shipped to non-China/HK destinations fell by 6%,
although there was a growth in exports to the U.S. & Canada from Mexico,
New Zealand, Uruguay and the EU. On the pork side, global trade during
Jan-June 2020 was up 85% to an estimated 3.11 million tons. The increases
to China alone were +679K tons from the EU (+67%), +379K tons from the
U.S. (+185%), +152K tons from Brazil (+89%), and +98K tons from Canada
(+46%). Global pork exports to markets outside China/HK were down 13%
to 2.34 million tons. Trade with China and HK accounted for 57% of the H1
2020 total global pork trade, up from 38% last year, while 34% of total global
beef shipments were destined for HK and China, up 28% YOY. Dependency
on China for global meat & poultry exports is expanding rapidly, exceeding
50% of all shipments (value) for Argentina and Chile so far this year.
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Restaurant & Bar, Hong Kong: postponed
SIAL, Shanghai: September 28-30, 2020
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