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SUPPLY & DEMAND

After rising for the previous 4 weeks, the USDA CHOICE cutout value fell
slightly last week based on weaker values of rounds, chucks and briskets.
Wholesale beef prices fell again yesterday Monday Dec 7 on concern over
CoVID-crimped foodservice demand. Over the last month, rib demand has
continued to drive firmness in the overall cutout. The Choice rib primal value
moved higher for the 5% consecutive week, closing last Friday at +33% from
the last week of October. Choice ribeye rolls continue to set new records,
with boneless heavy ribeye values up 35% year-on-year. Besides ribs, other
items trading above their 5-year averages include chuck rolls, which recently
have enjoyed renewed interest from overseas buyers. Interestingly,
tenderloins remain below year-ago values. Live cattle values were mixed last
week as the market contemplated the impact to beef demand of spreading
restaurant lockdowns and post-Christmas retail demand. The week ended on
a slightly positive note for feedlotters as analysts saw recent soaking rains in
South America as being a possible indicator that grain prices had seen a top.
Last week’s slaughter reached 667,000 head, up 18.3% from last week but
down 2.2% from the same week last year. Despite the beef packing sector
spending over US $1 billion since March on facility safety and PPE provision,
worker availability and retention currently ranks as the #1 issue among U.S.
beef processors, according to a new survey by industry journal The Cattle
Buyers Weekly (CBW). Year to date U.S. beef production is down 1% from
last year, with slaughter down 3.4%. CBW estimates that daily U.S. slaughter
capacity among the 54 largest harvest plants that are operated by the top 30
beef packers is steady with pre-pandemic levels at 126,095 head per day.
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Source: USDA/AMS
Beef Choice Beef Cutout Value: 7/12/2020 - US$230.80/cwt. (4-5%
from 23/11/2020)

The pork cutout moved sideways last week as an unsettled tone crept over
the marketplace. Analysts believe that retailers have already stocked up for
the holiday season, meaning that fresh product demand will be for the
uncertain period behind it. Harvest activity should ramp up seasonally over
the next few weeks, further pressuring supplies. Due to renewed CoVID
lockdowns in some parts of the country, foodservice-dependent items
including bellies and ribs saw softer demand last week, while ham values
managed to firm. Overall, exports remain strong relative to the pace of a year
ago, but the outlook in #1 export market China remains cloudy due to
increased testing of imported meats and other perishables for CoVID (see
TRADE next column) & a rebound in the domestic herd. Labor & staffing
issues also resurfaced in U.S. plants last week with continued CoVID cases
being reported nationwide (see MOVING AHEAD next column). February
lean hog futures continue to seesaw, albeit in a somewhat narrow trading
range, but June, July & August 2021 futures contracts have been trading at a
premium to current live hog values, a sign that the market expects greater
market normalcy next year.
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MOVING AHEAD

U.S. pork prices, as indicated by the pork cutout value, have been on a
rollercoaster this year, with CoVID plant disruptions and large but unsteady
China purchases playing large roles in this year’s volatility. Currently, from a
pure number’s perspective, the nation’s slaughter activity appears to be quite
normal. The biggest daily hog slaughter last month was 497,000 head, just 1K
head smaller than the largest harvest day in November 2019. And last week,
U.S. plants managed to harvest 2.789 million head, one of the largest
slaughter weeks this year. Experts say this is an indication that processors
have increased labor efficiencies while managing to mitigate the impact of
CoVID on plant personnel. The U.S. meat industry collectively has spent
billions of dollars since the onset of the pandemic on re-engineering
workstations, purchasing PPE, and installing temperature scanners to screen
employee’s health. But tight meat plant labor conditions are not a CoVID-
driven phenomenon. Even before the virus, the rural mid-west communities
& counties where many of America’s largest meat plants are situated
recorded some of the lowest unemployment rates in the country. Labor
tightness may not be manifest in overall harvest numbers, but they can create
other issues affecting bottom lines, such as the inability to keep pace on the
fabrication of higher value-added labor-intensive items, such as boneless
hams & loins, and rib products. Many of the larger U.S. meat packers now
view labor shortages as a systemic challenge, and several industry leaders are
responding by increasing investment in more plant mechanization. Tyson
has invested in a manufacturing automation center, an R&D facility tasked
with the goal of exploring plant automation technologies, while JBS has taken
a controlling stake in a NZ based robotics company Scott Technology. Scott
has developed equipment and operational protocols for automated boning in
NZ lamb plants. Mechanization of meat processing, especially in harvest
plants, is inherently challenging, because of the natural variation in animal
sizes, weights and other dimensions. That said, there are some operation that
are relatively low hanging fruit for mechanization. Conveyor systems can
reduce driver-operated forklift vehicles, which can reduce personnel density
in plants. Robots can also be used to help size & package finished products.
But research on the potential to automate other critical processes continues,
including carcass evisceration, ribbing bellies, & separating loins from the rib
and main belly primal. Experts say vision technologies are developing fast,
allowing for faster and more accurate scanning and measuring of individual
carcass and primal characteristics. Although mechanization is often viewed
as a negative to the overall welfare of workers, in meat plants especially,
additional technology usage can address employee safety issues by
potentially reducing ergonomic risks and hazardous tasks. Automation does
not necessarily eliminate workers; consultant group Deloitte sees a potential
shortage of skilled manufactured workers of up to 2.4 million positions in the
U.S. between 2018 and 2028. The U.S. meat & poultry slaughter & processing
industry employs an estimated 500,000 workers.

TRADE

After widespread predictions that China’s pork prices would drift lower this
winter as domestic pork supplies ramped up, prices have turned upward.
After falling to RMB 28.79/kg on Oct 29, the national live hog reference price
has inched higher, hitting RMB 33.22/kg on Dec 5, an increase of
approximately 15%. There are several factors that are working to support
local pork prices. First, there has been a slowdown both in meat & poultry
importation, and in the velocity of imported product movement through the
China supply chain. China’s October pork imports, including variety meats,
totaled 421.6K tons, the lowest volume since February, but still +61% from
shipments in Oct 2019. China has been testing imported meat & seafood &
its packaging for virus traces at ports since July, but in September required
secondary CoVID testing & certification at cold storage facilities in wholesale
markets. Early last month, China’s National Health Commission issued new
requirements for the disinfection of imported cold-chain foodstuffs at
incoming ports, cold storage warehouses, and end-user establishments (e.g.
supermarkets, restaurants). The layering of new disinfection requirements
over CoVID testing has resulted in product flow bottlenecks. Moreover,
media reports of continued findings of virus particles on imported meat &
seafood has dampened consumer’s appetites for imported proteins, especially
at retail where country of origin labeling is more prominent. Traders have
also been less aggressive in their import orders, as dozens of meat facilities in
Europe, Australia, and North & South America have been delisted following
positive CoVID findings, and Germany remains ineligible due to ASF. The
import challenges come at a time of growing seasonal demand for pork,
including large stocking of product for traditional dried & cured meat
production (la rou). In addition, national hog values may be getting a boost
by new rules implemented Dec 1 banning the importation of live market hogs
into the designated south-central China region.
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