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SUPPLY & DEMAND

The beef cutout ground higher last week on seasonal demand strength for ribs and
large export shipments and new orders. Despite a 2" wave of CoVID, consumer
spending is strong and the percentage of the population ordering food for delivery
or takeaway continues to increase, muting the impact of in-restaurant dining bans.
Last week’s Presidential election saw Americans glued to their television screens,
prompting more home cooking. Round cuts gained as cooler weather prompted
retailers to feature more stew and roasting items, while USDA CHOICE-and-higher
grading seasonally contracted. An anomaly developed in the chuck complex,
where values for USDA SELECT grade chucks briefly inverted above USDA CHOICE
grade prices. Mexico is a big market for chucks and buying has been accelerating
for the last 6 weeks. Analysts also believe the seasonal rally in rib demand is
clearly underway, and the primal rib value climbed to U.S. $4/1b. last week for only
the 6 time (excluding this spring) since 2014. Plants last week processed 647K
head, higher than the previous week, but off from the same week a year ago.
Packers aggressively sought cattle as margins remain solidly profitable, and live
fed cattle values rose from the U.S. $103/cwt to the $107/cwt level. Analysts
believe supplies of market-ready cattle are now more in balance with plant
demand following months of the industry working off excess supplies that built up
suddenly during the March/April CoVID-related packing plant disruptions. Ground
beef values, as reflected by prices of fresh 50% and 90% trim prices, are one item
experiencing clear weakness. Analysts believe that consumer interest in
hamburger may have waned after heavy demand in the spring when the prices of
other beef items soared to levels that were unaffordable by many CoVID-struck
households. Moreover, U.S. beef imports this year through August were up 27%
due to large orders being placed in the early spring when concerns grew about
domestic supply chain stability.
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Beef Choice Beef Cutout Value:9/11/2020 - US$217.39/cwt. (+4% from
2/11/2020)

The pork cutout lost ground last week due to weaker wholesale interest in loins,
ribs and bellies. Wholesale pork values across all cuts closed last week +4% from
year ago levels. Overall, the pork complex continues to be supported by firm and
steady demand for further trimmed items, including boneless hams but also rib
items such as St. Louis ribs and baby back loin ribs (see GRAPH below). Moving
forward, there are mixed signals in the pork market that is causing choppy
movement in lean hog futures. Record U.S. CoVID infections are causing more
restaurant re-closings, which could be negatively influencing demand for
foodservice breakfast items such as sausage and bacon; takeaway breakfast orders
are far less significant than those for lunch or dinner. On the bright side, weekly
trade data for the week ending October 29 showed large exports, including big
shipments to China after 3 weeks of tepid activity. While there are more reports of
recovery in its hog herd, China’s live hog prices firmed last week after steadily
softening over the last 8-10 weeks. U.S. pork producers are also closely watching
rising corn prices due to Chinese import demand.
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MARKET MAKERS

Major processed beef producer Empirical Foods has broken ground on a new U.S.
$250 million state-of-the-art beef processing facility in Kansas. The plant will
increase Empirical’s ground beef processing capacity by 50%. Besides ground
beef, Empirical also produces - often under co-pack agreements - boxed beef,
boxed pork, & fully cooked meats. The company also provides other ground beef
producers with processing “solutions” through the leasing of its proprietary
equipment and the provision of technical expertise.

MOVING AHEAD

Cattle & beef market analysts have been devoting attention to the question of
whether the supply of slaughter-ready cattle nationwide is out of balance with
current U.S. slaughter capacity. They say high beef processing margins coupled
with lackluster feedlot returns & low cattle prices are evidence of an excess of
cattle and a shortage of harvest shackle space. Moreover, recent sudden
disruptions in slaughter, such as the short-term CoVID disruptions to plant
operations this spring and the August 2019 Kansas packing plant fire, have caused
huge spikes in wholesale beef prices and steep declines in fed cattle values, with
market affects lasting months, if not longer. A recent Rabobank report has
estimated that if the U.S. added 5-6,000 head-per-day harvest capacity to the
current 126,400 head-per-day level, a “historical” balance could be restored
between the processing industry and cattle supplies. There are 2 ways to add
capacity; 1) increase per-plant efficiencies and throughput, and 2) expand or build
new plants. Recent new/expanded plant announcements by FPL Food, LLC and
Agri Beef will translate into new plant capacity by the end of 2022. But what's the
outlook for the supply of cattle? Cattle supplies are driven by both profit and loss
scenarios and the condition of the nation’s grazing areas; i.e., drought. The process
of expansion and contraction plays out over a clear cycle, with profitability in one
year impacting market supplies several years later. From 2010 to 2017, the ratio
of fed steer and heifer inventories to the Cattle Buyers Weekly annual Top 30
slaughter capacity ranking was about 97% according to one prominent cattle
analyst. In other words, the annual fed cattle supply during these years was about
3% less than the U.S. processing industry’s capacity. Starting in 2018 and
continuing through 2020, that same ratio was 102%, meaning that cattle supplies
exceeded processing capacity. Some see evidence that the contractionary phase of
the cattle cycle has begun, with some predicting that Jan 1, 2022 steer and heifer
inventories will be down 3% from Jan 1, 2020 levels. With plant capacity
increasing, the “historical” balance could be realized in the next 18-24 months,
leading to a healthier cow-calf & feeding sector.

TRADE

U.S. trade data for the 15t 3 quarters of 2020 is now available and it is showing a
continued record pace of U.S. pork exports but lagging beef exports because of
sharply lower volumes to main market Mexico. Although U.S. pork exports (value)
during September broke a record for that month, overall shipments have been
noticeably lower over the last 4 months due to a slowdown in China buying (see
GRAPH below). Jan-Sept U.S. pork and variety meat exports totaled 2.216 million
mt, +16% (+311,000 tons) from last year. Year-on-year exports were higher to
China/HK (+393,000 tons), ASEAN (+16,200 tons), Canada (+9,900 tons), Japan
(+5,800 tons), the Caribbean region (+2,000 tons), Taiwan (+1,800 tons), Russia
region (+810 tons), and African markets (+330 tons), while exports were lower to
Mexico (-38,900 mt), Korea (-35,000 mt), South America (-13,900 tons), Central
America (-1,200 tons), and the EU (-750 tons). Jan-Sept beef and variety meat
exports were -8% or -79,400 tons from the pace of last year. Exports were higher
to Canada (+9,100 tons), Africa (+8,100 tons), China/HK (+7,900 tons), Taiwan
(+420 tons), and the Russia region (+40 tons), but lower to Mexico (-49,900 tons),
Middle East (-16,600 tons), ASEAN (-9,000 tons), Japan (-8,000 tons), the
Caribbean (-6,700 tons), Korea (-5,800 tons), the EU (-3,800 tons), South America
(-3,400 tons), and Central America (-2,100 tons).
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