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SUPPLY & DEMAND

Wholesale beef primal values moved lower again last week due to continued
coronavirus concerns (and despite the fact the U.S. exports very little beef to
China) plus weak seasonal demand. Cattle futures also drifted lower through
last week, but found a bit of momentum last Friday with reports of a new
CoVID-19 vaccine breakthrough. Fear of the widening CoVID-19 outbreak is
creating negative psychological pressure around cattle and beef markets but
overall analysts are in agreement that bullish U.S. cattle market fundamentals
remain. To be sure, fed cattle supplies are at a cyclical peak, and slaughter
weights far higher than year-ago levels, but the expansion phase of the U.S.
cattle cycle is ending. Feeding conditions have definitely been a positive to
supplies, and packing plants have been processing animals at an aggressive
pace so analysts don’t view the current supply of market-ready cattle as
excessively burdensome. Year to date beef production as of the end of last
week was up 0.7% from last year, with slaughter down 0.3%. With the
decline in futures prices - the June futures contract closed last Friday -6%
from a month earlier - some see a buying opportunity, noting that the Spring
demand surge is just a few weeks away. This week will see lower slaughter
numbers due to yesterday’s holiday. The impact of the coronavirus on Asian
beef demand is still too early to gauge, although MEF is hearing of large drops
in foodservice traffic & revenues in Japan, Korea, Taiwan, Hong Kong,
Singapore, and of course China. U.S. beef exports during the week ending
Feb 6 were down slightly week-on-week and were mixed to Asia with large
shipments to Japan being somewhat offset by lower shipments to Korea,
Taiwan and HK. But through the end of the week of Feb 6, U.S. beef muscle
cuts exports were up 48% year-on-year.
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Beef Choice Beef Cutout Value:14/2/2020 - US$207.26/cwt. (<-1% from
10/2/2020)

The pork cutout closed last Friday at just under U.S. $0.63/1b., down 4.5%
week-on-week as concerns lingered about the impact the coronavirus may be
having on U.S. pork export movements to China. The April lean hog futures
contract closed -13% from month ago levels. Through the week of Feb 6
China was the largest export market for U.S. pork exports, accounting for 37%
of total exported volume of muscle cuts since the beginning of the year.
Although not a popular export item, lower belly values have led the cutout’s
decline. At approximately U.S. $0.74/1b., the belly primal value is at its lowest
value since May 2015. Other primals closed higher last week than their year-
ago level, including picnics +36% and hams +26%. Year-to-date U.S. pork
production is up 3.7% from last year, with slaughter up 3.1%. Contrary to
earlier expectations, China’s ports were unable to get even close to restoring
normal operating conditions last week as quarantine & travel restrictions
constrained the return to work of drivers and stevedores. Over last weekend
and in response to high live hog and fresh pork prices, China’s leadership
announced new policy efforts to revive live hog, pork and other agricultural
product supply chains - including those for imported products - that have
been hit by nationwide transport bottlenecks.
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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

B
Hog Carcass Cutout Value: 14/2/2020- US$62.75/cwt. (-3% from

MOVING AHEAD

In the past, beef produced from dairy animals such as Holsteins faced
considerable bias along the supply chain. Packing plants tried to avoid
processing fed Holsteins because of their large size and the tendency of the
breed to develop liver problems which complicated slaughter floor
operations. Over the last 2 years however, enthusiasm has grown from
producers to chefs for beef derived from so-called beef-on-dairy (Bod) calves.
Early programs started by crossing Angus bulls with Holstein cows, but
experimentation widened and breeders have found recent success with
Limousine bulls being bred to Jersey cows, and Angus-Simmental bull crosses
bred to Holstein cows. The goal is to optimize live animal muscle definition
and conformation while attaining high beef marbling and carcass yield scores,
while not sacrificing performance in feedlots. Experts state that beef-on-
dairy calf programs must be carefully managed, and experience suggests that
before entering conventional feedlots, Bod cattle should ideally be placed in
grow yards for 5-6 months and fed a forage-rich diet. In addition, the health
management of very young calves is critical to how they perform on feed at a
later stage. After 7-8 months in conventional feed yards, breeders have found
Bod cattle are able to finish out at 1,300-1,400 pounds with over 80% of the
animals grading USDA CHOICE. The new production regimes have developed
from the consolidation and increasing competitiveness in the dairy industry.
As dairies have increased in size, the percentage of females retained in the
herds for replacement milking animals has dropped, opening up a new supply
of heifer calves. To be sure, beef derived from Bod 2.0 breeding programs is
still small, but Rabobank projects that just under 3.5 million Holstein and
Jersey dairy calves may be available from the approximate 9.5 million head
U.S. dairy cow population. If channeled into Bod production, this number of
dairy calves would represent 13% of the total fed beef supply. And because
genetic variability in the U.S. dairy herd is narrow, carefully managed Bod
production regimes can yield pens of consistently-sized and uniformly
shaped animals, which is desirable to harvest plants. In addition, most U.S.
dairy cattle can be source and age verified, an attractive attribute for those
making traceability claims.

TRADE

Last Friday Feb 14, the U.S.-China phase 1 trade deal went into effect, which
starts the clock on a 30-day period after which China should expand access
for U.S. beef to cattle of all ages, officially recognize the current U.S. cattle
traceability system, and adopt maximum residue levels for select synthetic
growth promoting hormones. Within this period, China should also update
its approved U.S. meat & poultry plant list and begin to implement an
expedited system for making new-to-market plants import eligible. The new
terms will be considered implemented when USDA’s FSIS updates its Export
Library  (https://www.fsis.usda.gov/wps/portal/fsis/topics/international-
affairs/exporting-products) reflecting the new access conditions. As of today,
there is no further news on how China’s COVID-19 crisis may impact the trade
deal calendar, but there will be challenges to quickly ramping up U.S. beef
export volumes due to logistical & other commercial bottlenecks. That said,
the U.S. cattle & beef industry was already aware that the China market for
U.S. beef would develop slowly. Even though China reduced U.S. beef import
duties by 5% to 42% effective Feb 14, the U.S. still faces a large duty handicap
compared to other suppliers. But the market is large and growing more
diversified. Full year 2019 data shows China’s beef & variety meat imports
reached a record 1.69 million tons last year, registering +58% growth. Hong
Kong beef imports dropped -13% to 705.5 thousand tons, but combined total
PRC/HK beef imports grew +24% to 2.4 million tons, with inbound shipments
accelerating toward the end of last year (see graph below). Brazil was the
largest supplier to both China (399,642 tons +24%) and HK (413,300 tons, -
12%). Argentina saw the strongest growth to China (375,581 tons, +108%)
but imports from Australia (314,208 tons, +76%), NZ (221,354 tons, +91%),
and Uruguay (297,592 tons +29%) were all larger. China was the largest
market last year for all these major exporters.
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