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SUPPLY & DEMAND

Fear about the global impact of the coronavirus on meat demand caused both
wholesale beef prices and cattle futures markets to drift lower last week. In
recent years, beef prices have moved south or at best sideways during the 1st
6-8 weeks of the year before spring demand started to pull up the cutout. In
the meantime, this year began with a high number of cattle on feed and thus
short-term market pressure. USDA reported that January 1, 2020 cattle in
feedlots of 11.958M head was 2.3% higher from a year earlier. Analysts knew
that December feedlot placements were one of the highest on record, but
optimism remained over demand as beef packers pulled in 6.3% more cattle
into plants during the month as the rate of female slaughter accelerated (see
MOVING AHEAD next column). That said, feeding conditions have been
excellent, adding pounds to each head harvested, and putting more pressure
on the market to move supplies. Last week, average slaughter weights were
16 pounds above year-earlier levels. Exports were excellent during the 1st 3
reporting periods of this year, with beef shipments to Japan, Korea, HK &
Vietnam, and Taiwan through Jan 23 all up over 50% from the same period a
year-ago. But it is far too early to predict exports moving forward, especially
given the big unknowns of the impact of the coronavirus. China is a very
small component of the USA’s export portfolio, purchasing less than 1% of
total beef exports last year. But hopes have been high about new beef market
access granted under the phase 1 trade deal. Although it is too early to gauge
coronavirus-related market impacts, overall Chinese demand should
considerably weaken simply from the sharp and steep decline in restaurant
traffic (see TRADE next column).

U.S. cattle inventory contracts sli

2017:93.7 mil head, +1.9%
2018:94.3 mil head, +0.6%

U.S. Total Cattle and Calves Inventory January 1
2019:94.8 mil head, +0.5%
| 2020:94 4 milhead, -0.4% |
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Beef Choice Beef Cutout Value:3/2/2020 - US$211.56/cwt. (-1% from
17/1/2020)

After 2 weeks of gains, the pork cutout value closed last Friday down week-
on-week. Last week’s close of U.S. $0.73/lb was above year-ago levels but
almost on par with the cutout value of this Jan 1. Average butt and ham
values both fell by over 10% last week as fears over reduced China demand
due to the coronavirus hit market sentiment. Hog futures tanked as well last
week, but were up yesterday (Monday) in tandem with rises in U.S. equity
markets. China has arguably been the most important market for U.S. pork
exporters in recent months, with weekly USDA data on pork muscle cut
shipments showing the mainland accounted for 40% of shipments during the
1st 3 weeks of this year. Outstanding pork sales (sold but not yet shipped) for
China now total 251,708 tons for 2020 delivery, with accumulated exports to
China reaching 52,046 tons during the January 1 - January 23, 2020 period.
Pressure will be on throughout this year to move more pork offshore. Final
2019 USDA production numbers show last year’s total pork production
totaled 12.54 million tons, +5% from 2018 output and +8% from that of 2017.
USDA is forecasting another sizeable increase in pork output this year of
+3.6%, but as significantly, is forecasting a large increase in poultry
production of +3.3% to 23.52 million tons (see GRAPH below).
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ACTIVITIES:
Food & Hotel Asia, Singapore: March 31 - April 3,2020

SIAL, Shanghai: May 13-15, 2020
Food Taipei, Taiwan: June 17-20, 2020

MOVING AHEAD

Just published USDA data now allows us to get a full picture of the dynamics
of last year’s U.S. cattle & beef markets. Overall, the total U.S. cattle herd
contracted 0.4% in 2019, with all cattle and calves in the U.S. January 1, 2020
totaling 94.4 million head, compared to the 94.8 million on January 1, 2019.
The U.S. breeding herd also shrank; this Jan 1, all cows and heifers that had
calved totaled 40.7 million head, down 1% from the 41 million on January 1,
2019. Beef cow numbers on Jan 1, 2020 were 31.3 million head, down 1%,
with milk cows also falling slightly to 9.33 million head at the beginning of
this year. An erosion in cow/calf profitability led to last year’s slight
contraction in cow numbers. In addition, slaughter capacity was somewhat
constricted - especially after the August, 2019 packing plant fire - which
helped packers maintain pricing leverage against cattle feeders. As a result,
average live cattle prices remained steady overall year-on-year, while
wholesale beef prices during 2019 - on average - increased from 2018. On
the processing side, total commercial cattle slaughter last year rose just
0.55% to 33.55 million head, with an increase in female slaughter accounting
for all the growth. Total 2019 fed heifer and cow slaughter reached 16.23
million head, an increase of 5.7%. Steer slaughter decreased 2% to 16.298
million head. At the beginning of last year, analysts expected harvest levels,
and beef production, to increase by 2-3%, but the higher proportion of
females in the slaughter mix ultimately resulted in lower final beef
production numbers; total U.S. beef output last year reached 12.315 million
tons, just 0.28% above the level of 2018. Total slaughter and beef production
numbers appear in the table below. As mentioned in column 1, Jan 1, 2020
cattle on feed numbers were up 2+% year-on-year indicating the pipeline of
cattle into plants in the next few months should be abundant, but then
supplies could tighten as the national cattle herd continues to move into a
contraction phase.
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TRADE

USMEF staff in our HK and China offices are working from home this week as
the number of coronavirus (2019-nCoV) cases escalates. This week should
have seen the traditional large-scale re-opening of many businesses and
economic activity on the mainland after the lunar new year, but lockdowns
and self-imposed at-home quarantining will see much of the PRC population
off the streets. It is still too early to estimate the impact of the 2019-nCoV on
China’s meat markets. Import and customs clearance activity slows during
the 2-week CNY, while many restaurants close as families stock up on
foodstuffs from retail markets before New Year's eve (Jan 24). But
establishments that did open during the New Year found little traffic as the
populace hunkered down at home. International media have reported on
restaurant closings by major operators such as McDonald’s and Starbucks
but the entire catering sector (hotel, restaurant & institutional), the world’s
2nd Jargest with an estimated U.S. $ 650+ billion in receipts last year, has been
pummeled by plummeting customer numbers. A report late last week by the
Evergrande (Hengda) Research Institute estimated that the virus likely
resulted in U.S. $70 billion in losses to China’s foodservice industry during the
principal 7 days of the CNY. As the virus case load increases, more restaurant
closures are expected. Hotel business is evaporating as travel restrictions
curtail travel. During health emergencies and home quarantining, food
retailing usually thrives, but it is doubtful that home consumption can make
up for the loss in foodservice sales. This is especially true for beef, where
away-from-home consumption such as that at hot pot and Korean BBQ
restaurants is a high proportion of China’s total intake. How the sharp
slowdown in foodservice sales will impact the imported meat supply chain
remains to be seen. Newly released Chinese data show that total Dec 2019
meat & poultry imports hit a record monthly high of just under 697 K tons. A
government statement last Saturday said that meat imports during the 1st 2
weeks of Jan were also high, and that imported stocks were abundant. Meat
wholesalers will return to work this week, during which indicators will
become available of overall meat supply & demand at the wholesale level.
But signs are that constrained demand and logistical challenges will work
against the meat market regaining its vibrancy soon.
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