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SUPPLY & DEMAND

Last week the beef cutout, indicative of wholesale beef prices, managed to
maintain its level of the previous week despite the beginning of massive shifts
in food consumption behavior. Retail demand for value items such as ground
beef and rounds helped to prop up overall values. However, concern over
demand moving forward and the wilting of equity and financial markets has
dragged down live cattle values. Reports in the last few days tell of lower
activity at auction markets and both live fed cattle prices and feeder cattle
prices have dropped. Yesterday, cattle futures plunged the 4.5 cents-per-
pound limit to their lowest levels in ten years over demand uncertainty.
Tomorrow, the CMA will implement widened trading limits of 6.75 cents in
order to keep markets active. Although analysts expect medium term beef
demand to contract sharply due to the widespread adoption of social
distancing policies, in the short run, panic buying continues at supermarkets
from coast to coast. Yesterday, Monday March 16, the all-primal beef cutout
value spiked upward by nearly 8% day-on-day as retailers rushed to refill
cleared shelves. While U.S. restaurant closures will be a negative for
foodservice orders, those effects may take a week or two to unfold. Retail
demand however has abruptly swelled in just the last few days, driving up
demand for value cuts such as chucks and rounds (see next column). Analysts
are concerned however about the prospects for higher graded USDA PRIME
and upper CHOICE beef as sales of steak items could dip with the closure of
steakhouses across the country. Another consideration is the possibility that
CoVID-19 creates impacts at plants, which could be fueling purchasing by
wholesalers who want to stock up in the event of a supply disruption. The
coronavirus comes at an inopportune time for the beef industry as production
is up substantially so far this year. Year to date production is up 3.7% from
last year, with slaughter up 1.8%. Through the week of March 5%, exports
were holding; year-to-date shipped volumes (muscle cuts) were up 34% and
new sales reported during the 1st week of March were up 11% from the
previous 4-week average; large sales were reported to Taiwan, and the
volume packers reported they sold to China was the highest weekly volume
on record. Still, CoVID-19 is creating larger and larger impacts each day and
uncertainty is increasing.
Beef volume at foodservice was steady in 2018,
despite the challenging year for restaurants
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Consumers seeking value proteins pushed retail demand for pork items like
loins and luncheon meats higher last week, allowing the cutout to eke out a
gain last week. The cutout then spiked 5% yesterday due to huge refill
orders from retailers. USDA’s weekly export and sales report showed a record
week of overseas shipments during the week ending March 5%, but there was
some concern in the market as USDA reported a relatively large negative
‘correction’ in new pork sales to China. MEF has heard of other order
curtailments from other suppliers to China. Yesterday, live hog futures fell
sharply with all equity and commodity markets, reaching their lowest level
since October 2018. U.S. production continues at a near record pace; last
week’s slaughter reached 2.648 million head, up 7.9% from last year. Year to
date U.S. production is up 4.5% with slaughter up 4.1%.
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CORONAVIRUS AND U.S. MEAT DEMAND

As a growing percentage of the U.S. population hunkerS down at home,
analysts are attempting to grasp the implications for red meat demand by U.S.
foodservice establishments. A survey by Datassential released mid-last week
found that 89% of Americans now are feeling more comfortable eating food
from home or grocery stores, while only 11% replied that they feel confident
about eating food from restaurants or away from home. Resy, a nationwide
restaurant reservation platform, has reported that cancellations are up
between 20%-40% across the country. Moreover, U.S. consumers seem to
understand the risks of different types of establishments, with the
Datassential survey indicating what type of eating environments they would
avoid most: cruise ships (71%), arenas/stadiums (59%), buffet restaurants
(49%), bars/clubs/ lounges (48%), cafeterias (46%), food courts/food halls
(45%), hotel restaurants/bars (39%), limited service restaurants (34%),
convenience stores (32%), grocery stores (29%), casual dining (27%), and
fine dining establishments (21%). In a more recent survey by reservation
platform OpenTable, restaurant occupancy rates on Saturday March 14 in
Boston, New York, Seattle and San Francisco were already down 58%-65%.
More closures are likely as these surveys predate yesterday’s
recommendations from the White House that all Americans avoid gathering
in groups more than 10, and to avoid visiting restaurants and food courts.
Over the last 48 hours, many state and municipal governments have ordered
full or partial closures of all restaurants and bars, including California,
Connecticut, Illinois, Indiana, Kentucky, Maryland, Massachusetts, Michigan,
Minnesota, New York, New Jersey, Ohio, Pennsylvania, Rhode Island, Vermont
and Washington State. Largest restaurant operator McDonald’s will close all
in-restaurant dining at its U.S. outlets although drive-by and pick up ordering
will continue. According to the National Restaurant Association, there are
over 1 million restaurant establishments in the U.S. The industry generates
$899 billion in annual revenues (or an average of $17.3 billion per week) and
employs 15.6 million persons. While CoVID-19 will likely hammer
restaurants sales, retail food sales are booming as Americans stock up for
possible movement lockdowns. In urban areas, many grocery shelves have
been cleared of perishables over worries of short food supplies, but being a
major food producer and processor, there is little risk of food shortages.
Popular media platforms have published recommended products which
typically include canned food, non-perishables and other foods with a long
storage life. However, in its CoVID-19 shopping list, USA TODAY is
recommending meat and fish, and in many parts of the country, meat sections
in supermarkets went bare over the weekend. And among all proteins, egg
values surged the most last week. And among meats, ground beef demand
from retail chains has also been exceptionally strong as we noted in the
previous column. Hot dog and canned meat purchases have also spiked
causing some plants to add extend production schedules. While the U.S. is too
early into the outbreak to assess the impact of the epidemic on meat demand,
there are estimates on the split between retail and foodservice usage.
According to the NCBA, the retail to foodservice split in 2018 was
approximately 60:40 on a volume basis. In that year, approximately 50% of
the volume of all beef sold at retail was ground beef, followed by loins at 13%,
rounds at 9%, chucks at 8%, and ribs at 7% (see table previous column). The
National Pork Board similarly estimated that in 2018, the foodservice-to-
retail split was 48:52. Of that, nearly 80% of pork sold at foodservice was
further processed and 21% was fresh. Limited service restaurants, mostly
QSR establishments, bought nearly half of all pork destined for the
foodservice sector. That meant that limited service establishments accounted
for about 70% of the processed pork volume at foodservice. For retail, fresh
pork accounted for 40% of pork retail volume in 2019, followed by sausage
(19%), bacon (16%), and ham (10%). Bacon is by far the largest volume item
processed pork item sold at foodservice establishments.
Pork Sales Distribution by Segment
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