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SUPPLY & DEMAND

The beef cutout gained for the 3rs straight week last week as improved domestic
and international demand propped up loin, rib and chuck prices. Next weekend’s
long Labor Day (Sept 7) holiday will see more supermarket featuring of beef, plus
overall consumer spending continues to improve as new CoVID infections drop
and more areas of the U.S. re-open. Foodservice operators have also adjusted
business models to cater to pandemic-related shifts in consumer eating-out
behavior (see MOVING AHEAD next column). After increasing by 3.2% from the
previous week last Friday, average cash fed steer prices were up 2.0% from the
previous week, reaching just under $1.07/lb. (live weight) last Friday. Last
Friday’s USDA monthly Cattle on Feed report showed the number of cattle placed
into feedlots during the month grew 11% over the pace of a year ago, above the
average analysts’ estimates of approximately 6%. The total number of cattle on
feed as of Aug. 1 reached 11.284 million head, up 2% from last year and above pre-
report forecasts. The report was generally viewed as bearish to the market, and
cattle futures eased yesterday (August 24) in reaction to USDA’s new data. But the
number of slaughter ready cattle continues to ease after the surge in May/June and
states continue to work through the cattle backlog. On August 1, USDA’s report
showed that the inventory of cattle on feed over 120 days was 4.4 million head, up
9.2% from last year and up 13.8% from the previous 5-year average but down
from 5.2 mil head in June and 4.9 mil head in July. The percent of total cattle on
feed over 120 days also continues to decline, though remains high (see graph
below). Halfway through August, analysts see evidence of continued good cattle
movement to packing plants as well as placements of cattle into feedlots. In the
international arena, weekly beef exports for the week ending August 13 were the
3rd Jargest this year, while new net sales were up double digits from the previous
4-week average.
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Beef Choice Beef Cutout Value:24/8/2020 - US$224.47 /cwt. (+3% from
17/8/2020)

After increasing 6% the previous week, the pork cutout moved higher last
week closing last Friday at the highest value since the 1st week of June but
still 9% below the level of a year ago. The cutout moved up again yesterday
as the USDA’s most recent cold storage report showed that U.S. frozen pork
inventories fell in July to the lowest level for any month in 9 years. Hams
continued to advance last week, and the primal ham value increased over
10% from last Friday to yesterday alone. Last week’s total harvest of 2.618
million head was the largest in several weeks and 2020 U.S. pork production
to date is +2.1% from the pace of last year, and despite the pandemic
disruptions. Domestic demand appears to be more robust than weak U.S.
foodservice numbers would indicate. The weekly volume of pork exports has
held relatively steady and in a tight range between 30-35K tons for the past
12 weeks.
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Hog Carcass Cutout Value: 24/8/2020 - US$74.57 /cwt. (<+1% from
17/8/2020)

MOVING AHEAD

The robust increase in recent weeks of beef and pork cutout values begs the
question of whether there is an upturn in U.S. consumer spending that is
helping to drive additional meat purchases. CoVID-driven increases in retail
spending are well documented, but with away-from-home consumption
historically accounting for roughly half of domestic meat intake, what is the
latest data telling us about the state of the restaurant industry? A recent U.S.
Census Bureau report estimates that total U.S. retail sales, across all
categories including foodservice, during July increased 1.2% from June and
was +2.7% from July 2019. On a year-on-year basis, total July 2020 U.S. retail
sales were +5.8%, a sign that consumers are indeed opening their wallets.
Total spending is being driven by strong YOY increases in sporting goods,
automobiles, building materials, and supermarket sales, the latter which were
up 11% in July compared to the same month in 2019. The retail category
with the strongest growth are so-called “non-store retailers”, which includes
e-commerce sales of everything, including food & meat. U.S. consumer e-
commerce spending during Q2 2020 was up nearly 32% compared to Q1, and
online sales now account for an estimated 16.1% of all U.S. sales, up from
11.8% during Q1 2020. Retail meat & food sale growth could be offsetting
weak sales at restaurants, which remain one of the hardest hit spending
categories, along with clothing and travel. Total U.S. consumer spending on
away-from-home foodservice and beverage services was -18.9% YOY during
July 2020. For the Jan-July period, the YOY decline in foodservice spending was -
21.2%. Restaurant dining reached its nadir in early March but has shown small
signs of a recovery since. To be sure, there are significant variations geographically
and by restaurant type. Foot traffic at retail outlets, including restaurants & bars,
in the southern states of Alabama and Mississippi is being described as near
normal, while foodservice activity in New York and California is still down
significantly; according to Opentable.com, an online restaurant reservation service,
early August data for both states show dining is still -72% and -63% respectively.
Nationally, Opentable data shows that only approximately 70% of all restaurants
offering reservation service are currently open, and that for those that are, the
number of seated diners from online, phone, and walk-in reservations across the
U.S. this past Saturday August 22 was -43% YOY. On the other hand, most QSR
establishments, except those at gas stations, have been less severely affected.
Outlets that offer both drive thru and mobile order-and-pay, like Starbucks, have
been big winners during the pandemic. According to QSR magazine, in 2019, 72%
of all QSR business was for off-premises consumption, a figure that no doubt has
increased this year. Given that the QSR sector likely accounts for the majority of
the volume of beef & pork utilized by the entire U.S. restaurant sector, fast food’s
relative success during the pandemic offers clues to why overall U.S. red meat
demand remains not that aberrational given the severity of the pandemic
disruptions.

TRADE

Interest in U.S. beef has grown over the last month as Australian cattle prices
move to the highest level among all major beef exporting countries (see graph
below). Australia’s cattle slaughter continues to drop with harvests in the
main eastern states down 30% YOY the week before last, the lowest non
holiday or flood related weekly total in recent history. After holding for the
1st 6 months of the year, Australia’s July beef exports fell 23%, the lowest
export volume for this month since 2016. Moving forward, analysts expect
product availability will be limited by the temporary closure of plants,
including the country’s largest processing facility. Recent rain across eastern
Australia bodes well for herd rebuilding, but in the short run, will further
tighten supplies as producers seek to expand production. Further hampering
exports is a resurging Australian dollar; since mid-March, the dollar has
appreciated nearly 24% relative to the U.S. greenback. As of last week, the
average USDA CHOICE steer carcass value of U.S. $4.12/kg was U.S. $0.60/kg
lower than the average 100-day grain fed Queensland steer carcass price.
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