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SUPPLY & DEMAND

Lackluster seasonal demand and higher harvest numbers caused wholesale
beef prices to weaken again last week. Estimated slaughter of 628K head was
higher week-on-week and approximately 47,000 head larger than the same
week a year ago. Heavier weights are adding to supplies, with year to date
U.S. beef production up 2% from last year, while slaughter is up only 0.7%.
On the cattle side, the number of cattle on feed, though high (see GRAPH
below), should start to moderate, with one U.S. analyst estimating that
placements of feeder cattle into feedlots during the 1st half of February were
down sharply month-on-month. Moreover, the number of cattle on feed over
150 days dropped in Feb from January, offering some optimism that the flow
of finished fed cattle into plants is remaining current. The outlook for firmer
fed cattle prices during H2 remains. Grading continues to be excellent; for the
year-to-date, 9.5% of fed beef production graded USDA PRIME, up from 9.1%
last year. Consequently, wholesale PRIME ribeye prices have experienced a
large correction, and average values have fallen roughly 45% from the peak
reached last September of $14.87/lb. Average imported lean grinding beef
(90% trim) prices also continued to drop last week, with prices hitting their
lowest level since the China-driven run-up last fall. The current weakness is
due to demand destruction in China, where overall foodservice receipts
continue to be pummeled by the coronavirus outbreak. There were reports
of some restaurant re-openings last week in South China, offering some hope
of the beginnings of a recovery.
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Beef Choice Beef Cutout Value:24/2/2020 - US$207.07 /cwt. (<-1% from
14/2/2020)

The pork cutout rose slightly last week on new hope for additional China
sales and a seasonal pre-Easter uptick in ham demand. However, optimism
plummeted yesterday as global equity markets swooned over intensified
coronavirus fears. U.S. pork futures have seesawed in the last few weeks, and
yesterday’s (Feb 24) April contract close, down sharply from that of last
Friday, was near the level of the Jan 31 close. USDA’s cold storage report
yesterday indicated Jan 31, 2020 stocks of picnics, hams and bellies had
jumped sharply since a month earlier, but total pork stocks were up just
+11% from year ago levels. Analysts however continue to focus on
coronavirus-impacted demand conditions in China as that market has been
the USA’s largest export destination so far this year, taking 37% of total US
pork muscle cut exports through mid-Feb. As of yesterday, port and
wholesale market activity in China was still slow. But fundamental Chinese
pork demand is still strong, and domestic supplies are currently limited as
evidenced by high live hog prices. The lowest average live hog price in any
province (outside of the far west) is U.S. $4.61/kg. (Heilongjiang), over 5X the
U.S. indicative live hog price of approximately $0.87/kg. Given the continued
challenges of interprovincial transport, and slack foodservice & factory
canteen demand, China’s hog prices should be softer in provinces that
normally export live hogs. Although retail meat sales have skyrocketed due
to the coronavirus, they have not made up for the steep fall in meat usage by
the foodservice sector, ranging from hotels to independent noodle shops.
Select restaurants started to open up at the end of last week in some Tier 1
cities (e.g. Guangzhou), but foodservice orders for frozen meat stored in
regional cold storage markets throughout China is still likely -70% to -80% of
normal levels. The lack of this foodservice demand has kept wholesale
market freezers full, and slowed clearance of newly arriving imported
product. Demand should pick up though with authorities lowering the virus
alert level in several provinces and with new safety protocols in place (e.g.
temperature checks) for restaurant workers and dine-in guests. Moreover,
Chinese authorities & companies are racing to get factories back in operation.
Pressure to maintain export velocity continues as U.S. pork production so far
this year is +3.8% with slaughter up 3.3%.

Hog Carcass Cutout Value: 24/2/2020- US$66.32/cwt. (+6% from
14/2/2020)

MARKET MAKERS

JBS USA will acquire the case-ready meat & poultry facilities of U.S. based
Empire Packing Co. LP for US$238 million according to a JBS press release.
Empire operates 5 case ready plants spread throughout the continental U.S.
In addition to offering custom or co-packing case ready production, Empire
markets case-ready products under the Ledbetter brand.

MOVING AHEAD

We often discuss the dynamics of the livestock & meat markets, but the
fundamental question driving producer behavior, and the expansion or
contraction of production, is whether they can make money. So how did the
U.S. livestock industry fare last year? The Daily Livestock Report recently
summed up lowa State University estimates of 2019 hog industry
profitability, with ISU estimating that throughout the entire year, the average
profit for selling one market hog was U.S. $12.40 per head, nearly double the
2018 average profit per animal. The average selling price for the year was
U.S. $1.53/kg on a carcass basis. Total average production costs across all
enterprises last year were U.S. $125.33 per head, just over 1% higher than
costs in 2018. January ISU data shows that production costs increased at the
beginning of this year while live market hog selling prices dipped to $1.38/kg.
That meant the average producer lost money last month. The ISU estimates
obviously do not apply to all producers, but provide a general sense of
profitability considerations that can drive producer sentiment. The Livestock
Marketing Information Center (LMIC) calculates similar profitability metrics
for the U.S. cattle feeding industry. LMIC has estimated that a typical
Southern Plains feedlot in 2019 earned a net profit of U.S. $9.51 per head by
feeding out a 750 pound feeder steer. As is common in many years, feedlots
incurred large losses in some months while operating strongly in the black in
others, with swings of US $200 per head depending on market conditions. If
as forecast U.S. cattle supplies begin to tighten later this year, feedlots may be
forced to pay more for feeder animals, adding pressure to margins. For both
beef and pork, feed costs are critical determinants of profitability. Inclement
weather raised concerns about corn costs a year ago, but better-than-
expected yields resulted in a decent crop, and current prices in the US in the
$3/bushel range (U.S. $118/ton) are deemed as reasonable to livestock
producers.

TRADE

We now have a clear picture of the total volume of the world’s pork trade last
year. The globe’s major importers last year brought in +9% pork last year,
led by a +41% increase in inbound shipments by China (see GRAPH below).
Chinese pork and pork variety meat imports of 3.01 million tons accounted
for 36% of the global pork trade in 2019. The 8.4 million tons of pork trade
last year was a new record. Due to bilateral trade friction between the U.S. &
China, the EU was the largest beneficiary of China’s demand surge in 2019.
Full EU data shows that of its total 4.2 million tons of exports (+21%), 60%
was shipped to China and HK (2.4 million tons, +57%). U.S. exports last year
to China/HK of 660 thousand tons (+89%) accounted for one-quarter of total
exports, or about 6.5% of total U.S. pork production. Total U.S. pork exports
last year grew +9%, which analysts saw as an under-performance given
China’s large demand & favorable U.S. prices. Outside of China, the global
pork trade sagged, with exports by major players to non-China destinations
dropping by 4% to 5.16 million tons. Higher imports by Australia (+27% to
207K tons), Canada (+7% to 213k tons) and Vietnam (+20% to 152k tons)
were more than offset by declines by Mexico (-7% to 840K tons), HK (-15% to
643k tons), and Korea (-8% to 554k tons). No. #2 global market Japan
imported 1.17 million tons last year, up 1% from 2018. Inbound shipments
to major markets the U.S. and the Philippines declined.

Top Global Pork & Variety Meat Importers
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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
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