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SUPPLY & DEMAND

The beef cutout drifted lower last week as buying activity weakened
following the runup to yesterday’s Labor Day holiday. Live fed cattle prices
also softened as overall market sentiment shifted in a slightly more negative
direction. CoVID continues to plague restaurant operations, exports in July
were on the weak side, and cattle weights are still 20+ pounds above year-ago
levels. There is still a major backlog of cattle to work through according to
analysts, and several more months of catchup may be required to restore
more normal market conditions. Moreover, feedlots continue to place large
numbers of cattle on feed, which could be bearish for fed cattle prices early
next year. Cattle futures, after rising from July through late August, drifted
lower for the 2" consecutive week last week. Beef slaughter continues to run
behind due to the early spring plant disruptions. Year to date U.S. beef
slaughter is down 4.4% year on year while beef output is -1.8%, and despite
heavier average cattle weights. Last week’s slaughter of 633,000 head was
down 3.2% from the previous week. After beef exports dropped 31% year-
over-year in May to 62,123 tons and fell 33% year-on-year in June (at 60,469
tons), July beef muscle cut exports rebounded to 83,536 tons, the highest
volume since March. But the volume was still down 7% (or -6,200 mt) from
July 2019. Weekly export numbers show some catch up in exports in August
(see table below), but overall, lower shipments to financially hit Mexico
largely account for the 9% drop in the total volume of beef and beef variety
meats exported during the 15t 7 months of this year (see table below.)

Country YTD 2017 YTD 2018 YTD 2019 YTD 2020 YOY
TOTAL 488,685 571,692 529,142 534,491 1%
JAPAN 170,153 187,245 171,439 180,320 5%
KOREA 103,425 150,005 147,539 155,267 5%
MEXICO 57,486 60,944 58,171 38,945 | -33%
HK 54,530 54,270 35,202 33,242 | -6%
CANADA 39,539 38,354 32,080 35,356 | 10%
TAIWAN 30,356 43,078 43,041 43,042 0%
OTHERS 32,922 35,255 37,412 38,542 3%
CHINA 274 2,541 4,258 9,777 | 130%

Beef Choice Beef Cutout Value:4/9/2020 - US$225.85/cwt. (<-1% from
31/8/2020)

The pork cutout was pulled higher last week, as large China purchases helped
drive market sentiment (see GRAPH below). The primal ham value surged
18% on reports of increased China buying, while lower slaughter numbers
during the pre-holiday week (2.484 million head) also helped support values.
The October hog future contract saw a double-digit increase to a 4-month
high. The direction of the market looking forward remains somewhat
uncertain though as Q4 production will be record large and the pandemic
continues to wreak havoc on the economy. There is some optimism that the
return of some students to schools and universities could support
institutional pork buying; other restaurants are also adapting to pandemic
conditions through operational modifications (see MOVING AHEAD). On the
export side, net sales to all destinations during the week August 21-27 totaled
53,600 tons, the 2nd highest weekly volume so far this year. New weekly
sales to number #1 and #2 markets China (28,710 tons), and Mexico (14,710
tons) were both the 4t highest for each destination so far this year. Soybean
futures increased to a 2-year high based on new reported sales to the #1
buyer China.
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MARKET MAKERS

Smithfield Foods, Inc. has announced it will become carbon negative across
all its operations by 2030. The company said it will be able to achieve this
without purchasing carbon credits. Already a protein-industry leader in the
production of biogas, Smithfield claims it can meet the 2030 target by
stepping up its renewable natural gas ventures, increasing the use of wind
power, improving regenerative cropping practices on its supplying farms,
reducing its transportation footprint, and improving animal ration
efficiencies. Last year, Smithfield announced a goal to reduce overall solid
waste sent to landfills by 75% by 2025.

MOVING AHEAD

The U.S. $860+ billion restaurant industry continues to adapt to the shifting
pandemic landscape. New data from NPD shows that drive-thru quick
service restaurants have fared the best during the outbreak. While
traditional full-service restaurants experienced a -48% decline in traffic
during Q2, with fast casual posting a -26% contraction, restaurants with drive
thru service saw only a -17% fall during the quarter year-on-year. All
restaurants have experienced an expansion in business during Q3 but
establishments offering drive thru services continue to be the least affected.
But drive thru is not the only successful adaptation for operators. Other so-
called pandemic best practices include shrinking menu options while also
offering more family-sized value meals. Large QSR operators have seen gains
in drive thru efficiency by cutting some lower volume menu items, while
family pack promotional deals - often priced near retail deli offerings - have
proven popular in some hard-hit full-service restaurant chains offering
takeaway. Take-out orders have also benefitted from the expansion of
curbside pick up service. Even QSR operators who have full drive thru
services are offering curbside pickup. Another popular innovation has been
the conversion of parking lots into outdoor seating areas. With some states
placing restrictions on indoor dining, operators have expanded seating
capacity by using parking areas to serve customers, and with social
distancing. As the U.S. heads into cooler weather, some restaurants have
erected tents or other temporary structures to allow for all-weather outside
dining. Marketing departments of large chains, and independents, are
inventing new ways to entice customers, including holding virtual happy hour
specials, and even on-line ‘date nights’ for couples. Although operating
conditions remain unprecedented for U.S. foodservice operators, the industry
continues to innovate for survival.

TRADE

In July, China imported a record volume of pork for a single monthly period
as domestic supplies continue to be pinched and domestic prices remain far
above world levels. Total July trade, including variety meats, reached 548k
tons, approximately 24K tons above the previous record set in June. Beef
imports of just under 208K tons breached the 200K ton level for only the 2nd
time ever. Jan-July imports of all meat & poultry totaled 5.646 million tons,
+76% or 2.4 million tons from the pace of a year ago (see GRAPH below). The
total value of the trade double to reach U.S. $18.25 billion. By value, Brazil is
by far the largest supplier of M&P to China with Jan-July sales equaling U.S.
$4.16 billion, while the USA’s $1.935 billion in trade ranks it #2. As China
enters the peak winter holiday buying period, analysts project that the
country could see an unprecedented 10 million tons of total M&P imports this
year, up from the record 6.2 million tons imported in 2019. Although
wholesale imported M&P product movement to end-users was somewhat
lackluster during July & August, traders are now reporting brisk sales with
the start of September, as schools fully re-open and restaurants traffic and
receipts in many areas return to near pre CoVID levels. Last Friday, the China
national average pork price of RMB 36.81/Kg. (U.S. $5.38/kg) was 17%
higher than 3 months ago, a sign that the domestic supply of hogs and pork is
still constrained. China’s Ministry of Agriculture is predicting that domestic
hog supplies will rebound strongly during Q4.
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