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SUPPLY & DEMAND

The beef cutout drifted lower last week despite a noticeably smaller harvest
and more forward middle meat buying for the end-of-year holidays. Still, the
cutout remains above year-ago levels and last week’s value was the 2nd
highest for this time of year since 2014. The lower harvest activity (637K
head, 28K lower than the previous week) and backed up cattle are seeing
cattle weights increase and the average fed steer carcass weight for the week
ending Sept 26 of 924 pounds is just a few pounds short of the 930 pound
record set in mid-October 2015. In the live markets, fed cattle prices
continued to move higher last week; analysts say the pipeline of fed cattle
supplies are now clearly transitioning from oversupply to more moderate
supplies - albeit temporarily - due to the low number of cattle placed on feed
during March and April during the height of the pandemic. Large placements
of cattle into feedlots in recent months makes it difficult to forecast pricing
during Q1 2021, but bets are currently bearish. Fed cattle futures moved
higher last week but USDA’s surprisingly bullish grain report have caused
spot feeder cattle values - and feeder cattle futures - to drop sharply. On the
other hand, continuing drought in the southwest U.S. is causing some
premature liquidation and selling of younger animals so the outlook of the
replacement cattle market remains uncertain. August beef exports recovered
somewhat from the low levels of recent months, but year-to-date shipment
volumes are still below the pace of a year ago (see TRADE next column).
Recent high U.S. beef sales to China are generating media attention, but
through August, U.S. muscle cut exports to China accounted for only 1% of
ear-to-date shipments.

Weekly U.S. Beef Exports to China
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Beef Choice Beef Cutout Value: 9/10/2020 - US$214.06/cwt. (-1% from
5/10/2020)

The pork cutout continued to strengthen last week based on firm export and
domestic demand. Loin, butt, belly and picnic values all firmed, while the
average primal ham value declined. Loins saw support from recipe featuring
related to October’s National Pork Month. The wholesale price strength came
despite a large harvest at 2.73 million head, higher than both the previous
week and the same week last year. Export activity has also increased; last
Thursday, the USDA reported a high for this year for new pork weekly export
sales made during the week of Sept 25 to Oct 1; large purchases were made
by both China (29,000 tons) and Mexico (16,400 tons) contributing to the
surge. The announced 22-day closure starting last Friday of a large German
pork plant due to CoVID may be a positive for U.S. pork exports although the
#1 EU pork exporter has already been banned from most Asian markets due
to ASF. In tandem with the wholesale price increases, lean hog futures values
have advanced since late July hitting an 8-month high last Thursday October
8. Analysts believe further pork and hog price increases may be muted in the
weeks ahead due to increased Q4 harvest levels and a jump in U.S. grain
prices. Last Friday’s monthly ag outlook WASDE report saw USDA analysts
lower their estimates of this year’s harvested corn acreage & ending stocks,
raise forecasts for domestic corn usage, and maintain a somewhat bullish
stance toward projected corn exports over the coming year.
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Hog Carcass Cutout Value: 9/10/2020 - US$94.80/cwt. (<-1% from
5/10/2020

ACTIVITIES:
Restaurant & Bar, Hong Kong: November 11-13, 2020
Food & Hotel China, Shanghai: November 10-12, 2020

MOVING AHEAD

The August 2019 fire at a major U.S. beef processing facility and the
temporary shutdown this past spring of several large slaughter plants during
CoVID caused major disruptions in the U.S. beef supply chain, driving boxed
beef prices sharply higher, and live cattle prices lower. The market
disturbances prompted the USDA to investigate the impact of the incidents,
and the agency released its Box Beef & Fed Cattle Price Spread Investigation
Report which identified several systemic issues in the cattle market. A swath
of U.S. beef producers is now supporting legislative options that could
improve live cattle price discovery, increase market competition, and provide
more transparent market information about the relationship between live
animal pricing and that of beef. = The draft Price Reform in Cattle Economics
(PRICE) Act, recently introduced in the U.S. House of Representatives of
Congress, would legislate increased price reporting and transparency, create
more comprehensive risk management solutions to cattle producers, create
more opportunities for the development of small beef processors, and update
the USDA’s Packers and Stockyards Act to provide more market information
to all players in the marketplace. The bill would also direct the USDA to
improve the current USDA mandatory price reporting for cattle & beef.
Congress introduced mandatory price reporting (LMR) in 1999 which
mandated that meat packers report prices of cattle, boxed beef, swine & lamb
bought and sold by meat packers. Since that time, the law has been amended
to include more detail on swine reporting, and the new draft PRICE Act could
similar enhancements, such as the creation of a beef contract library similar
to the one that now exists for swine. The contract library would require
reporting on the various sales arrangements for live fed cattle from
producers to plants, a move which the Act’s sponsors and some producer
groups believe will increase market transparency. Other similar bills under
consideration in Congress would require the largest beef packers to purchase
at least 50% of their cattle needs from the fed cattle cash spot market
(instead of under formulas or other contractual arrangements) and to
slaughter those cattle within 14 days. Currently, the NCBA - the largest
national producer organization - is supporting a voluntary approach to
mandated cash trade purchases while it undertakes its own analysis of
current market transparency. The North American Meat Institute (NAMI),
which represents the meat processing industry, cites analysis that the market
disruptions were due to “devastating and unprecedented events,” and that it
is “difficult to see how the USDA’s recommended legislative proposals would
have changed the outcome of the fire or the pandemic.”

TRADE

August red meat exports showed the record 2020 pace of U.S. pork exports
continuing while the volume of beef exported during the month was the
highest in a year. Jan-August 2020 pork exports of 1.993 million tons -
including variety meats - were up 17% in volume and 18% in value ($5.125
billion), driven largely by high demand for China, which through the first 8
months of the year accounted for 35% of total U.S. volume shipped and 31%
of export value. The +140% Jan-August YOY volume growth in the USA’s
pork business with China has offset declines to other markets, including #2
market Mexico, #5 market Korea, and #6 & #7 markets Australia and
Colombia. Through August, pork exports to China accounted for
approximately 10% of total year-to-date U.S. pork production. In August, the
U.S. set new monthly beef muscle export records to Asian markets Korea,
Taiwan, China and Indonesia, a reflection of strong demand and tight
Australian supplies; Australian beef exports in September dipped 34% year-
on-year to 72.6K tons, a level just 1 ton higher than the lowest recent Sept
export volume set in 2007. Despite the strong August performance, Jan-
August U.S. total beef exports, including variety meats, were still 8% off the
pace of a year ago due mainly to the pandemic-related sharp -28% drop in
shipments to #3 market Mexico. January - August exports accounted for
11.1% of beef production and 13.3% when adding variety meats, down from
11.6% and 14.2% last year.

U.S. Pork Exports: Jan - August 2020
000 metric tons; excludes variety meats

U.S. Beef Exports: Jan - August 2020
000 metric tons; excludes variety meats|
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U.S. Pork Exports: Jan - August 2020
000 metric tons; excludes variety meats

U.S. Beef Exports: Jan - August 2020
000 metric tons; excludes variety meats
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