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SUPPLY & DEMAND

Wholesale beef prices moved lower last week amid uncertainty about the
global impact of the coronavirusn(NCP). Live cattle prices were also softer
amid the contagion scare. USDA’s weekly export numbers showed beef
export shipments for the 15t 5 weeks of the year up 51%, but reports over the
last few weeks about sharp dips in restaurant traffic and receipts in China, as
well as Korea, Japan, Taiwan and several SE Asian capitals have spooked the
trade. Analysts believe beef exports will be critical to sustaining the
profitability of all players along the cattle & beef supply chain, as the U.S. is
forecast to produce record amounts of meat & poultry this year. Coming into
the new year, there was optimism on the trade front as Japan implemented
new lower duties, Korea was importing record amounts of U.S. beef, and the
U.S. and China concluded a phase 1 trade deal that significantly liberalizes
import conditions for U.S. beef. But greater market access doesn’t equal
instant demand, and communal restaurant dining concepts throughout Asia
such as hot pot and Korean BBQ have been hit hard in the last 20 days by a
steep drop in visitors. Any slowdown on the pace of exports will add
pressure on U.S. markets, especially because slaughter levels have been high
since the new year; January saw the largest U.S. slaughter numbers for that
month ever. Moreover, fed cattle weights are sharply up from a year-ago,
although market observers note that last year’s ultra-cold weather hurt
feeding performance. Still, so far this year, feedlotters are reporting heavier
placement weights, heavier average out-weights, while cattle on feed are
spending fewer days in lots. Other analysts are more sanguine, pointing to
unambiguous numbers showing a declining U.S. cattle herd (see graph
below). The herd liquidation phase started during the 3rd quarter of last year,
ending a near-five year expansion cycle, and on Jan 1, the number of feeder
cattle and calves not in feedlots of 26.4 million head was below the Jan 1 2019
number, an indicator that the pipeline of cattle in the future will be tighter.

U.S. cattle inventory contracts slightly
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Beef Choice Beef Cutout Value: 10/2/2020 - US$208.91/cwt. (-1%
from 3/2/2020)

The pork cutout closed last Friday -8.3% lower than the previous Friday, as
fears over NCP-related demand destruction in Asia weighed on markets. Last
Friday’s cutout value was the lowest since March 2019, but still +1% above
year-ago levels. Average primal belly and ham values each fell by double
digits week-on-week. Futures contracts have also fallen, with the April
contract yesterday down -13% from its Jan 23 value. U.S. pork is now very
competitive, with plentiful supplies and low live hog prices (U.S. $0.86/kg).
However, analysts are concerned about the impact of the coronavirus on U.S.
exports; last year, shipments to China accounted for approximately 6% of
total U.S. pork production, including variety meats. Chinese port operations
re-opened yesterday offering some hope that a backlog of inbound meat &
poultry shipments would start to move through the distribution system. On
the other hand, in order to halt the spread of NCP, China has implemented
very strict travel and transportation quarantine rules. Retail demand for
staples including vegetables and pork are very solid, and China’s central
leadership has issued statements urging the smooth clearance of imported
meat products. But with the extended lunar new year holidays just ending,

and NCP still spreading, it is too early to assess the contagion’s impact.
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Hog Carcass Cutout Value: 10/2/2020 - US$65.02/cwt. (-7% from
3/2/2020)

TRADE

End-of-year trade data has now been published by a number of major meat
exporting and importing countries. This week, we provide a brief summary
of China’s huge CY 2019 red meat and poultry (M&P) import numbers, while
also reporting the USA’s 2019 export performance for beef and pork muscle
cuts and variety meats (i.e. excluding processed & value added products,
which we will cover late). First, as expected, China imported a record amount
of total M&P (including processed) last year. Driven by the largest monthly
imports ever last Dec of 697,000 tons, total 2019 imports of all M&P reached
6.197 million tons, nearly 2 million tons more than 2018 and 1/3r more than
the previous record import year of 2016. For unprocessed M&P (under HS
codes 02 & 0504), totals for different categories were as follows: pork 1.99
million tons (mmt), +67%, beef 1.66 mmt, +60%, offal (mostly pork) 1.05
mmt, +8%, poultry 795,000 tons +58%, sheep meat 392,000 tons +23%, and
pig fat 113,500 tons +897%. Total direct China pork + pork variety meat
imports reached 3.012 mmt +41%, but when factoring in the HK trade, total
imports reached 3.45 mmt, roughly 1 mmt more than 2018. With a year-on-
year -21.3% pork production drop of nearly 11.5 million to 42.55 mmt,
according to official numbers, China was unable to make up its protein
shortfall. We will report more on China’s beef numbers next week.
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Turning to 2019 U.S. red meat exports, as expected, ASF drove U.S. pork
exports to record levels, with the total volume of shipments across all
categories of pork products reaching over 2.672 mmt tons (+11%), with value
exceeding U.S. $6.392 billion(+9%). Within Asia, new U.S. export records
were set for China, Australia and New Zealand (see table below). For
simplicity purposes, we have included only exports of unprocessed beef and
pork, and unprocessed variety meats. U.S. pork & pork variety meat exports

last year accounted for 26.9% of U.S. production.

U.S. Pork and Pork Variety Meat Exports to
Asia & the World (000 Metric tons)

Chilled & Frozen Pork Cuts Pork Variety Meats

% Chang % Change]
Destination 2017, 2018 2019 2018/2013' 2017 2018 2019| 2018/2019
Japan 365.1 364.7 343.8| 45A7%3I 10.7 13.7 10.1 -26.3%;
Korea 158.0 220.4 189.0| -14.3%] 6.9 11.2 6.9 -38.4%
China 127.5 105.2 378.0% +259.3%) 147.5 80.9| 155.2* +91.8%|
Australia 61.9 72.0] o772 +35.7% b 0.3 0.4* +33.3%
Philippines 19.1 20.5 21.7 +5.9% 11.4 17.2 10.9: -36.6%
Hong Kong 43.6 18.2 15.4 -15.4%] 139.4| 108.6 71.5 -34.2%;
[ Taiwan 9.5 13.0 12.2 -6.2%4 3.1 4.2 3.2 -23.8%
New Zealand 5.0 6.0 8.2% +36.7% x> - = =
Vietnam 2.8 5.5 3.6 -34.5%] = 9.2 10.0* +8.7%)
Singapore 3.8 2.6 3.7 +42.3% 0.4 0.3 0.2 -27.3%;
Indonesia 0.3] 0.5 0.5] -1.8% s s g -
Malaysia 0.1 0.1 0.3% +221.0% s - =] =]
World Total | 1,721.6 | 1,806.0 | 2,007.3* +11.0% 476.5 388.2 416.5 +7.3%
*2019 Record Volume

**Less than 100 tons

U.S. beef export volume dropped last year -2% to 1.319 mmt tons, with value
dipping -3% to U.S. $8.09 billion as trade friction reduced competitiveness.
Still, the U.S. ended up with its 2n best beef export year ever, and set
shipment records to China and several SE Asian markets (see below).
Exports are expected to increase this year with renewed preferential access
into Japan, and lower Australian exports. U.S. beef & beef variety meat
exports last year accounted for 14.1% of total U.S. beef production.

U.S. Beef and Beef Waricty Meat Exports to
Asia & the Werld [*000 Metric tons)

Chilled & Frozen Beef Beef Waricty Meats
I > Change
Destination 2017 2018 2019 2017 2018 2019] 2018/2019
Japan Zs82 z7as Zas 1 as 4 aza| =sa
orea o= T=as| Sais FEw) ey Fr]
Hons Kone 1107 1015 73.0 2 129 = 7|
Toiwan Saa] ss| es= o= == =
Vietnam 55 e 122 o2 o3 o
Fhilippines 53 iz 3se 53 5] =3
& a] Fa 109 7.3 & 7| 12 7%
3.0 - 10.3 - O.1] o.1*
=3 == == — = =
25 =2 22 = = =
s o =5 — — —
o2 o= = = = —
== == == — — —
0.1 o1 - - - o_1] 0_1]
Siso | 30121 sesa —ae=| ssio| sasal sess

*2019 Record Wolume
**Less than 100 tons

ACTIVITIES:

Food & Hotel Asia, Singapore: March 31 - April 3, 2020
SIAL, Shanghai: May 13-15, 2020

Food Tainei. Taiwan: Tune 17-20.2020
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U.S. cattle inventory contracts slighth
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U.S. Pork and Pork Variety Meat Exports to
Asia & the World ("000 Metric tons)
Chilled & Frozen Pork Cuts Pork Variet

Meats

% Chang.

% Change]
2010| 2018/2019) 2017,

Destinati 2017 2018 2018 2019| 2018/2019

Japan 365.1 364.7, 343 8| 5.7 10.7, 13.7 101 —26.3%

Korea 158.0 220.4] 185.0 143 6.9 11.2 6.9 —38.4%]
China 127.5 105.2| 378.0% +259.3% 1a7.5 809| 1552+ +91.8
s 61.9 72.0 S7.7+ +35_7 = 0.3 0.4~ =333
151 20.5 21.7 +5.9% 11.4) 17.2 10.9] -36.6
43.6) 18.2 15.4] 15.a%)| 139.4 108.6) 715 —34.2

9.§| 13.0] 12.2] —6.2% 3.1 a2 3.2 -23.8%]

EX)| 6.0 8.2+ +36.7% - - = -

2.8 5.5 3.6 —34.5 - 9.2 10.0* +8.7%)

3.8 2.6 377 +42.3 0.4 0.3 0.2 -27.3%)
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[World Total | 1,721.6 | 1,806.0 | 2,007.3~] +11.0% a476.5 388.2 416.5 +7.3%

2019 Record Volume

“*Less than 100 tons
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U.S. Beef and Beef Variety Meat Exports to
Asia & the World (000 Metric tons}
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1apan 258 3| 2788 zas .1 -11 o as a a7 3| EER +23 23
Woeekly Pork Cutout Values US$/pound ——2020 Kores 170.2] 2247 2418~ <7554 11s 12 7| 213 3] 1085
20189 Hong Kong 110.7] 1015 73.0 -28.1% 7.5 12 9| 8.7 -32.6%
$1.05 2018 Taiwan EERE 55.7] 535" 6. 3% 0.2 - - -
/"\ 2017 [Vietnam EX) 121 12 2 +0.55) 03] o 4l o 4 -14 59
Philippines 5.3 120 13.8° +15 5% 03] 25| 2.3 -5 3%
$0.95 Indonesia 5.4 7.4 10.9° +47 1% 7.3 5.7 127" +85.4%
[China 3.0| 7.z 108" +aa 7% - 0.1 0.1 +96 8%
N i 3.0 2.9 3.4 +15 58z - - - -
$0.85 0.5 10 15° +56. 19|
0.4 0.5 08" +52. 1%
0.3 03 - |
075 0.1 o1 R +55 29 -
sia 0.1 0.1 - 0.1 0.1] -5.5%
$50.65 [World Total 913.0 | 1.012.1 963.4 a.8%| 2510 248.4 261.1 =5.1%

*2019 Record Volume
**Less than 100 tons
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