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SUPPLY & DEMAND

The USDA CHOICE cutout value edged higher last week, closing significantly
above year-ago and most recent 5-year average levels. The market continues to
be propelled by optimistic domestic economic & beef export forecasts, plus
rising wholesale pork prices. That said, some analysts are expecting a pause in
the recent bull run, citing a backlog of slaughter-ready cattle and slower-than-
expected beef export activity for the 1st 6 weeks of the year. Last Friday, live
cattle futures also posted their biggest daily decline since November and hit
their lowest since Jan. 21. Futures dropped again yesterday. In addition,
industry media attention focused on a new chicken sandwich offering from
McDonald’s, as well as news that the QSR leader had signed a strategic supply
agreement with Beyond Meat to supply alternative meat products to its outlets
on a global basis. On the supply chain side, live cattle prices remained steady
last week even though slaughter activity ramped up after 2 weeks of below-
normal harvests due to cold weather disruptions. Still, with placements of
cattle into feedlots during January the 2 highest for the month since 2006, the
supply of fed cattle should be ample over the next couple of months. In
addition, initial reports suggest that producers - especially in cattle-rich
Texas - prepared well for the severe cold weather in mid-February and
livestock losses may have been minimal. Looking forward, it is difficult to
gauge the direction of the market, with seemingly ample cattle & beef supplies
being offset by challenges with export logistics, high current wholesale prices,
and the recent weaker export activity.
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Beef Choice Beef Cutout Value: 1/3/2021 - US$239.03/cwt. (<-1% from
19/2/2021)

The pork cutout continued to climb last week, settling last Friday at +43% from
year ago levels. The cutout rose for the 1st 4 days of last week, but then fell
sharply last Friday as traders took profits & USDA’s weekly export sales report
showed slow new orders for U.S. pork during the week ending Feb 18. Pork
futures also fell back last Friday after contracts had reached 2-year highs the
day before. Despite Friday’s drop, ham, picnic and butt primal values all
showed clear strength in the wholesale market. The strength comes after
slaughter levels - 2.642 million hogs were processed last week - returned to
more normal patterns following the previous week’s cold-weather induced low
harvest. Pork trimming values, including those for 42s, 72s, and 72s boneless
picnics have enjoyed strong demand since the beginning of the year, primarily
because of good movement of pandemic-related convenience items like pizza
and sausages. Continued labor issues in plants makes processing these items
more challenging and have propped up prices. The average values of fresh 42s
& 72s trimmings, and 72% boneless picnics have rallied 80%, 30%, and 34%
respectfully since the beginning of January. Pork, and other commodity
markets, continue to benefit from optimism over the economy; CoVID cases are
declining rapidly, and the U.S. House of Representatives have approved a $1.95
trillion aid package. Many are now expecting widespread re-openings of
foodservice markets over the next few months. Last week’s cold storage report
was also bullish to the market; USDA’s report showed that frozen pork stocks
remained tight in January. Cold storage stocks of pork were down between
21% and 25% from the previous 5-year average from May to December of 2020
and this continued through January 2021.
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MOVING AHEAD

In response to some international concern over the risk of transmission of
CoVID from food and food packaging to humans, the USDA and the FDA
issued a joint statement on Feb 18 clarifying the position of its scientists.
The report starts by declaring “After more than a year since the coronavirus
disease 2019 (COVID-19) outbreak was declared a global health emergency,
the U.S. Department of Agriculture, the U.S. Food and Drug Administration
and the US. Centers for Disease Control and Prevention continue to
underscore that there is no credible evidence of food or food packaging
associated with or as a likely source of viral transmission of severe acute
respiratory syndrome coronavirus 2 (SARS-CoV-2), the virus causing COVID-
19.” Addressing the issue of the detection by some inspection agencies of
virus fragments, USDA & FDA continue “It’s particularly important to note
that COVID-19 is a respiratory illness that is spread from person to person,
unlike foodborne or gastrointestinal viruses, such as norovirus and hepatitis A
that often make people ill through contaminated food. While there are
relatively few reports of the virus being detected on food and packaging, most
studies focus primarily on the detection of the virus’ genetic fingerprint rather
than evidence of transmission of virus resulting in human infection. Given that
the number of virus particles that could be theoretically picked up by touching
a surface would be very small and the amount needed for infection via oral
inhalation would be very high, the chances of infection by touching the
surface of food packaging or eating food is considered to be extremely low.”
The USDA and the FDA are sharing this update based upon the best available
information from scientific bodies across the globe, including a continued
international consensus that the risk is exceedingly low for transmission of
SARS-CoV-2 to humans via food and food packaging. For example, a recent
opinion from the International Commission on Microbiological Specifications
for Foods, stated: “Despite the billions of meals and food packages handled
since the beginning of the COVID-19 pandemic, to date there has not been any
evidence that food, food packaging or food handling is a source or important
transmission route for SARS-CoV-2 resulting in COVID-19.” Additional
literature reviews and analyses from other countries agree. In addition,
considering the more than 100 million cases of COVID-19, we have not seen
epidemiological evidence of food or food packaging as the source of SARS-
CoV-2 transmission to humans. Furthermore, transmission has not been
attributed to food products or packaging through national and international
surveillance systems.”

TRADE

Just released MEF estimates of the value of the international pork trade
shows the huge impact China had last year on the global marketplace.
China accounted for 51% - or U.S. $15.34 billion - of the total value of global
pork trade, which breached U.S. $30 billion for the first time ever. Total
pork shipments by main exporters grew a sharp 24% from the $24.3 billion
exported in 2019, with all major exporters recording significant increases
in China-bound shipments. The EU’s market share of China’s imports last
year was 59%, with China accounting for 71% of the value of total EU pork
exports, compared to just 28% for the US. Despite record U.S. pork exports
valued at U.S. $7.4 billion, the global market share of U.S. trade declined to
25% from 30% in 2019. In part this was due to the sheer increase in total
global trade activity due to China’s insatiable buying. But analysts believe
the U.S. could have exported more without seriously disrupting supply
chains or domestic supplies. Although the U.S. registered the highest year-
on-year growth of China’s top 10 pork importers last year, the U.S. 14.7%
share of total China’s imports - by value - was still somewhat constrained
by the 25% duty handicap it was saddle with throughout 2020. Pork
exports of U.S. $2.28 billion to China in 2020 was the 2nd largest category of
U.S. agricultural goods sold to China last year after soybeans ($14.16
billion).
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