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SUPPLY & DEMAND MOVING AHEAD

The beef cutout gained ground last week as severe cold weather slowed cattle
slaughter and January retail sales spiked as US consumers spent stimulus
checks. Monthly national retail spending jumped by its largest margin in 7
months as a steep decline in U.S. CoVID cases and accelerating vaccinations
drove optimism about Q1 2021 economic prospects. Meat department sales
during January across the U.S. increased 15.5% YOY, excluding online-only and
delivery e-commerce sales. Still, weather was the defining factor shaping last
week’s beef market, with wholesale beef prices rising while live cattle prices
felt pressure from the reduced slaughter activity (see MOVING AHEAD next
column). After a harvest of 552,000 head last week, one of the lowest on recent
record for a normal work week, plants will be playing catch up for the next few
weeks. By the end of last week, temperatures were rising, and on-farm
operations were resuming some sense of normalcy, although the snow melt
could muddy feedlots and further affect feeding performance. During the
extended cold weather, analysts believe some cattle lost 30-60 pounds in
weight due to cold weather stress. Interestingly, prior to the cold spell, winter
feeding conditions had been optimal, resulting in a new weekly record for
grading during the 15t week of February. Of all cattle graded that week, 84.76%
reached USDA PRIME or CHOICE, with just under 15% of all Nebraska graded
cattle reaching USDA PRIME. The frigid temperatures likely affected grading
over the subsequent two weeks, but there is a supply of large, long-fed cattle
that are working through the supply chain that could keep those grading
percentages high. According to last Friday’s USDA Cattle-On-Feed report, the
inventory of cattle as of Feb 1 that had been on feed over 120 days was 4.389
million head, up 14% from last year and up 4% from the previous 5-year
average.
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The pork cutout registered a solid gain last week as winter weather disrupted
hog deliveries and pork demand stayed firm. Last Friday’s close was the highest
since October, with all primal values moving north due in part to logistical
challenges brought on by the frigid weather. Weekly estimated slaughter was a
weak 2.438 million head, down 8.1% from the previous week and down 6.6%
from the same week last year. Year to date pork production is now down 2.5%
with slaughter down 4.6%. April lean hog futures ended last week lower for
the 1st time in 5 weeks, with pressure coming after a Canadian pork plant
closed for CoVID reasons; analysts believe more Canadian hogs will now move
south of the border for processing. That said, greater speculation in commodity
markets has given a boost to hog futures and the spread between the April lean
hog contract value and current cash prices is wide. In terms of market
fundamentals, some believe U.S. producers have had more animal health issues
this winter leading to a contraction in sow numbers, although recent inventory
numbers are not yet available. Moreover, market bulls see continued strong
China import demand as more reports of ASF challenges surface there. Total
U.S. pork exports for the 1st 6 weeks of 2021 are down 13% from the pace of
last year, but U.S. pork exports were exceptionally strong during Q1 2020 due
to unprecedented Chinese carcass purchases for state reserves.
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Hog Carcass Cutout Value: 19/2/2021- US$91.49/cwt. (+8% from
8/2/2021)
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Some of the most widespread extreme cold weather to hit the U.S. in
decades caused disruptions in U.S. livestock and meat supply chains last
week, most notably in Texas where cities like Houston saw rare sub-
freezing temperatures and snow. However overall, the market impact of
the unusual weather should be minimal, according to analysts. The cold
spell was notable for its duration, with areas of the southern plains
enduring 250-300 hours of continuous sub-zero weather levels before
temperatures began to climb at the weekend. Some if not most cattle
auction markets in Texas shut down entirely last week, an unprecedented
occurrence. Texas has the nation’s largest cattle population at
approximately 14 million head, while its 4+ million cows rank #1 as well.
Extreme cold, snow packs and ice is commonplace in big northern cattle
states like Nebraska and the Dakotas, and overall last week’s total U.S.
slaughter was only 11.8% lower than the same week a year ago despite the
sub-zero cold front extending clear south to the Mexican border Although
cattle can tolerate - and even thrive - in weather that is considered Arctic
to humans, animals in the southern plains face more risk because of their
lack of familiarity & exposure to icy conditions. Cattle require more energy
to thrive when temperatures drop below 18F (-8C). For each degree below
18, maintenance rations need to be increased by 1%. It is believed that last
week’s weather stalled overall weight gain for a good portion of the nation’s
cattle on feed. Latest average slaughter steer weights were still running 19
pounds higher than year-ago levels but are now poised to decline rapidly
under recent weather developments. To be sure, average carcass weights
decline seasonally anyway through May, but this year could see a
particularly sharp drop off over the next few weeks. Of more concern
during the cold weather is calving activity, which normally reaches its
seasonal peak at this time of the year in Great Plains states like Kansas.
Newborn animals - born wet - may experience frozen ears and tails, a
condition that can lead to a higher risk of injury later in life, and thus lower
market values when sold on. Moreover, cold mixed with snow and rain
leads to more adverse effects on animals of all ages as the risk of
hypothermia escalates. In addition to the challenges at the farm & ranch
level, some meat plants slowed hours due to sporadic power shortages and
the difficulty of transporting cattle. At the feedlot level, attention was
focused on keeping pens dry and ensuring water supplies did not ice up.
There were also reports that shortages of natural gas briefly affected the
production of flaked corn for feedlot rations. Although most pigs are now
housed in climate-controlled barns, producers throughout the Midwest last
week had to step up the frequency of checks of water and power supplies,
and ventilation equipment to ensure animals remain dry and good air flow
is maintained.

TRADE

Global beef imports increased 1% in 2020 when compared to 2019,
according to MEF estimates. Total trade reached 7.604 million tons, a new
volume record driven by record Chinese imports of 2.145 million tons, the
highest volume of beef ever imported annually by any one market. China’s
451 thousand tons year-on-year increase in beef purchases was primarily
offset by lower imports of Indian beef by Vietnam, in part due to pandemic
production disruptions in the former, and in part due to challenges posed
by re-export channels from Vietnam to China, where Indian beef remains
ineligible. The pandemic also curtailed beef imports - albeit slightly - into
main markets Japan, Indonesia, and Egypt. Beef imports into the USA and
Canada increased last year due to pandemic related supply disruptions
during March & April, and a consequent sharp rise in domestic prices.

Beef imports from all suppliers,
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