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SUPPLY & DEMAND

The beef cutout moved sideways last week, but futures were unsettled due to the
plunge in general equities markets and continued uncertainty over the impact of
the coronavirus. Although futures surged yesterday March 2, as of last Friday, the
April live cattle futures contract had fallen approximately 15% over a month of
volatile trading. Cash fed cattle values dropped by 5% through last week alone.
With meat prices steady and cattle values dropping, packers have been
aggressively processing cattle. Through the end of Feb, U.S. beef production was
up 2.5% from last year’s pace, with slaughter up 1.0%. Last week’s harvest volume
of 627K head was up several percentage points from the same week a year ago, but
live fed cattle weights are averaging 30 pounds heavier from year-ago levels. Live
weights last week averaged 1,380 Ibs, up 2 Ibs. from the previous week but +30 Ibs.
from last year. The larger weights equate to beef production from an extra 10K
head of cattle per week. Keeping plants operating at full capacity will help prevent
the building of a backlog of fed cattle. The number of U.S. cattle on feed on Feb 1 of
11.93 million head was the largest February total in 12 years, but the number of
cattle placed into feedlots during Jan was down slightly from Jan 2019. More
feeders were placed in feedlots during Q4 2019, which left fewer feeders to be
placed early this year. Summer marketings of cattle currently in feedlots could be
challenging as supplies of total meat and poultry will be record high. Current
demand for beef is being viewed as generally robust, but uncertainty exists over
how the U.S. public will respond to increasing numbers of confirmed coronavirus
cases within its borders. Research group NPD says there has been no impact of the
coronavirus on the USA’s restaurant industry to date, but there have been
anecdotal reports of sharply lower restaurant traffic at restaurants in Chinatowns
in New York, Houston and Los Angeles. So far on the export front, shipments to
major markets remain strong, with total exports (excluding variety meats) through
the week of Feb 20 up 42% from the pace of a year ago, and higher than the 2017 &
2018 volumes for that period.
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The pork cutout increased last week as Easter demand for hams and
optimism about logistics improvements at Chinese ports lifted market
sentiment. In addition, new Chinese duty exclusions which could go into
effect this week will translate into lower tariffs on U.S. pork, which should be
supportive to prices. Pork futures were mixed yesterday March 2, with the
April contract rising slightly, while June futures weakened slightly. Heavy
bone-in ham values were higher for the 314 week straight, ending 47% higher
year-on-year. Belly values continue to fall and ended last week at U.S.
$0.68/1b or -39% from the end of January and the lowest level since April
2015. There has been some concern over increasing frozen pork stocks (see
GRAPH below). As of Jan 1, total U.S. frozen pork supplies were up 8 percent
from the previous month and up 11 percent from last year. Stocks of pork
bellies were up 6 percent from last month and up 32 percent from last year.
Activity levels at Chinese ports is increasing, with more space being made
available for refrigerated containers. However, Chinese foodservice demand
is still weak, which is slowing the movement of imported meat and poultry
from ports to cold storages.
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MARKET MAKERS

Hormel Foods Corp. will acquire Sadler's Smokehouse, the Texas based
family-owned BBQ meat supplier that has been Hormel’s supplier of smoked
meats for its Austin Blues brand of smoked beef, pork and chicken for the last
several decades. Hormel also announced Feb 18t that effective April 1, it will
not accept any hogs that have been fed or exposed to the feed additive
ractopamine. Hormel exclusively purchases its pork from 2 pork plants in
Austin, MN and Fremont, NE that are owned by Quality Pork Processors
Inc. and WholeStone Farms respectively.

MOVING AHEAD

Data by research firm Euromonitor and research by the Academy of Nutrition
and Dietetics (AND) has yielded estimates of processed meat purchasing and
consumption behavior of Americans. AND estimates that approximately % of total
U.S. meat and poultry consumption during the years 1999-2016 consisted of
processed meats, with luncheon meat being the largest sub-category of processed
meat consumption, and bacon the smallest. However, AND notes that although
annual processed meat consumption in volume terms remained largely constant
during its study years, intake of hot dogs declined while that of bacon increased.
The academy found that during 2015-16, grocery stores accounted for 73% of the
total processed meat purchased by consumers, while intake at fast food
establishments accounted for 12.5% of purchases. Euromonitor estimates that the
retail value of U.S. processed meat & poultry last year reached U.S. $30.9 billion,
with roughly two-thirds of this value being processed red meat and 1/3 processed
poultry. The research agency further estimates that total annual U.S. per capita
red meat & poultry processed meat consumption is just below 30 kgs per person,
which would suggest that processed products account for 42% of total red meat &
poultry consumption of approximately 30 million tons, the highest ratio in the
world. Estimating the % of US meat consumption consumed in value-added form
is notoriously difficult because the final weight of any given processed meat item
does not necessarily reflect the amount of raw material utilized to make it
Scientists writing for the journal Public Health Nutrition in 2011 estimated
processed meats accounted for 22% of total US meat & poultry consumption in
2010, in line with the AND study. In 2017, the National Pork Board released
consumer research showing that retail pork sales consisted of about 70% fresh
product and 30% processed (in volume terms) while at foodservice, where pork
sales of all types outstrip that of retail, only 30% was fresh and 70% processed.

TRADE

Last week, we reviewed 2019 global pork trade patterns, and this week we do
the same for beef. As with pork, China was the driver of a +5% year-on-year
growth in the total volume of beef traded internationally last year. Shipments
by major exporters to the Greater China region
(China/HK/Vietnam/Macau) increased by 19% to 2.891 million tons, which
accounted for approximately 32% of the 9.041 million tons of beef traded
internationally by major suppliers (see graph below). China drew supplies
away from other export destinations, and from domestic markets (especially
in Uruguay, New Zealand, Argentina & Australia), resulting in the value of
beef exports to rise +9% YOY to U.S. $41 billion. China accounted for a high
percentage of exports on a value basis for major exporters Brazil (41%),
Argentina (67%), Australia (25%), Uruguay (61%), and New Zealand (46%).
In contrast, the U.S. and Canada only exported 1% and 3% of their total 2019
exports to China respectively. Australia overtook the U.S. last year as the
largest beef exporter in value terms (U.S. $8.165 billion +16% vs USA’s $7.9
billion -4%), while Brazil remained the largest exporter in volume terms.
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Increase in Prime and Choice grading
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