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SUPPLY & DEMAND

The beef cutout drifted lower last week on weak demand for most wholesale
cuts, except steak items. The beef market showed more life at the end of last
week, but the cutout moved lower yesterday on a continued sell-off in the
futures markets. Still, analysts believe demand will move seasonally higher at
least for the next 6 weeks. Optimism about the short-term moving forward
may be getting support from high wholesale pork prices. Moreover, some
data shows that consumers are filling freezers again as CoVID cases surge
across many states. A recent survey by the Sports and Leisure Research
Group found that 52% of U.S. consumers plan to stockpile groceries this fall,
mostly due to uncertainty over a winter CoVID wave. The average grocery
bill across the nation rose 11% during the week ending October 6, the highest
since the 15t week of June and the 2nd highest since Envestnet Yodlee started
conducting these types of surveys in January. In cattle markets, live fed cattle
spot prices moved sideways last week after advancing the previous weeks.
Fed cattle futures declined, especially toward the weekend, with the sell-off
continuing into yesterday 10/19. Feeder cattle contracts have also swooned,
primarily because of rising corn prices. The reason for the sell-off in cattle
futures over the past few trading sessions remains unknown at this point. In
the short term, cattle values should get support in the next few months from
the rising wholesale beef market. In addition, analysts believe that the supply
of cattle on feed over 150 days dropped significantly during September as
placement activity slowed and harvest activity increased. Last week’s
slaughter totaled 654,000 head, up 2.7% from last week and up 1.7% from
the same week last year. Year to date U.S. beef production is down 1.3% from
last year with slaughter down 3.9%. A prominent cattle market analyst has
estimated that harvest activity will remain strong through the remainder of
the year, with total U.S. cattle slaughter in 2020 ending up -2.5% from the
level of 2019.

Beef Choice Beef Cutout Value:19/10/2020 - US$209.74/cwt. (-2% from
9/10/2020)

After jumping through the week, the pork cutout lost ground Friday but
closed +3% week-on-week. The cutout value is now approximately a quarter
above its year-ago level, with all primals higher (see GRAPH below). Lean hog
futures contracts traded last week at the highest level since the beginning of
the year. Analysts are somewhat puzzled why the cutout is currently
performing so well - and as a 2" wave of CoVID infections is hitting many
states across the nation. Last week’s harvest of 2.688 million head, while
smaller from the previous week, was still sizeable, suggesting that high prices
are the not result of supply bottlenecks. Through last week, U.S. pork
production was +1.8% from the pace of last year with slaughter up 1.0%.
There has been no extraordinary single factor driving the cutout; rather, all
cylinders are working together to drive pork demand, including firm export
demand from top markets Mexico and China, plant labor shortages that are
pushing up values for further trimmed products, increased advertising for
pork at retail stores, falling retail prices, and low frozen inventories of bellies
and ribs. Restaurants continue to improve their pandemic operating models,
esp. for takeaway and delivery, which has steadily driven renewed wholesale
demand for key foodservice items such as bellies. Concerns about winter
CoVID related lockdowns may be stimulating forward buying by retail chains.
On the supply side, some analysts believe backed up supplies of hogs are not
as high as originally forecast. On the export front, while weekly U.S. exports
to #1 market China are lower now than during the Jan-April period, the US is
back-filling more ham business to Canada and Mexico, both of which are
exporting more product to China; China’s imports of Mexican pork through
August were up over 1,000%.
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MARKET MAKERS

Southern U.S. beef processor FPL Food has secured financing to transform
itself from a cow processing & ground beef enterprise to a vertically
integrated high-quality grain-fed beef producer, according to industry journal
Cattle Buyers Weekly. The transition will take 3 years, but FPL has already
acquired an Angus genetic herd and will soon begin work on rebuilding its
harvest and fabrication facility. FPL is the 13t largest U.S. beef processor but
until now, approximately 95% of its harvest has been of non-fed cattle.

MOVING AHEAD

America’s pig farmers are measurably becoming more sustainable according
to a new report published September 15 by the National Pork Board (NPB).
Greater production efficiencies, as measured by various metrics of farrowing
rates (% of sows mated that give birth), piglet death losses, and female death
losses, mean greater sustainability. The report, the 8% produced since 2011,
was collated using 2017-2019 data from 600 sow farms and nearly 40 million
pigs. The report shows that the best U.S. farms are continually improving
swine management practices and their genetic pool, pushing the overall
industry to greater efficiencies. That said, there continues to be a wide range
in performance between different farms, with the range in some key
productivity indexes widening. Year-to-year gains for the industry at large
can be incremental, but other studies have clearly shown steady
improvements in productivity over the long term. During the period 1960 to
2015, average U.S. feed conversion ratios were reduced from 4.5 pounds
(feed required to produce 1 pound of meat) to 3 pounds and average market
hog weights grew from 200 to 281 pounds. Water and energy used per pound
of pork produced declined by nearly 26% and 7% respectively during the
period, and most dramatically, pork production’s land usage footprint has
declined 76%, primarily due to rapid gains in output per acre of feed grains
fed to pigs. Although U.S. pork production accounts for less 0.3% of total
greenhouse gas emissions in the U.S., experts have opined that total carbon
neutrality - across the entire industry - is achievable in the coming decades.
In early September, pork industry leader Smithfield announced that by 2030,
they would be removing more carbon emissions from the atmosphere
annually than they will produce. They foresee attaining carbon neutral status
by altering hog diets to reduce methane, applying no-till farming practices to
their company-owned farms, expanding renewable energy projects, and
maximizing their transportation logistics networks, all while reducing
refrigeration, lighting and equipment energy use.

TRADE

China’s hog prices continue to fall after the conclusion of the Golden Week
holidays last week. With the U.S. cutout at relatively high levels, the ratio of
Chinese average hog prices to U.S. wholesale pork values late last week hit
their lowest level since August of last year, excluding the short period of
CoVID-related price spikes in April and May. With per-hog profit margins for
farrow-to-finish operators averaging U.S. $375 per head during Q3, incentives
are still strong for producers to expand as fast as possible. In September, the
12 largest publicly listed Chinese pork producing companies sold just under
5.7 million market pigs, a 16.5% month-on-month and an increase of 87.54%
year-on-year. Other reports suggest that the nation’s hog herd is recovering
quickly, and the Ministry of Agriculture has stated that total swine and sow
inventories are now 80% of pre-ASF levels. Imports have also been
historically high; China reported last week that it imported 3.286 million tons
of pork during the 1st 3 quarters of 2020, a YOY increase of 132.2%.
Depending on the data set used, the Jan-Sept preliminary trade figure implies
between 380-440K tons of pork (excluding variety meats) were imported
into China during September, above the monthly average of 355K tons
imported during Jan-August. Traders told MEF last week that China’s
wholesale markets for imported pork were relatively quiet following Golden
Week, but that demand would increase seasonally as winter peak
consumption season approaches. However, traders were also eyeing the
recent domestic hog price drops with caution.

China: National Average Live Hog Price and Nationwide Cost of
Farrow-to-Finish Production
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China: National Average Live Hog Price and Nationwide Cost of
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