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SUPPLY & DEMAND

The beef cutout surged last week as panic buying ensued and retailers placed
large orders to keep supermarket shelves stocked. The rally continued
yesterday (Monday) as U.S. live cattle futures rose their daily limit, lifted by
strong packer margins and rising wholesale beef prices. The cutout, an
average of the value of 7 beef primals, rose more last week than any other
week ever, ending last Friday up 17% or +0.36/1b. from the previous week
(see graph below). Analysts expect the spike in retail food buying to continue
for a few more weeks as reality sets in across the U.S. that almost all meals,
except those delivered, will be prepared at home. But markets remain volatile
as concern grows over a possible U.S. recession and a sharp contraction in
U.S. foodservice receipts. Cattle futures gyrated wildly last week as overall
financial markets searched fruitlessly for clues on CoVID-19’s economic
impacts. Live cattle prices strengthened through last week as plants sought
to maximize harvest numbers to take advantage of swelling margins. At the
end of last week, Tyson Foods announced that they would provide an
additional $5 cwt. for all cattle harvested this week to ‘share’ the current
spike in boxed beef prices with the company’s cattle suppliers. Despite the
pandemic, the U.S. feeder and fed cattle supply chain is operating normally.
Last Friday’s cattle on feed report showed total inventories in feedlots of
11.806 million head, even with last year and in alignment with analysts’
forecasts. Cattle feeders aggressively marketed fed cattle in February due to
firm domestic & foreign demand as well as high processing margins.
Marketings were up 5.5% year-on-year to 1.775 million head. Uncertainty
over CoVID-19’s impacts was most pronounced in the number of cattle placed
into feedlots during February. Placements dropped a relatively large 7.9% as
macro-affected financial markets faltered, pulling down cattle futures to
below breakeven levels. But the continued contraction in the U.S. cattle herd
should lower the availability of animals for slaughter later in the year, which
should be supportive of futures. Uncertainty reigns however, as there is no
clear path of how wide the virus will spread in the U.S. and for how long. The
USA’s 1 million restaurants - 70% of which are independent - employs 15.6
million people. According to the National Restaurant Association, the $940
billion foodservice sector could lose U.S. $225 billion in sales and result in 5-7
million layoffs in the sector.
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Beef Choice Beef Cutout Value:23/3/2020 - US$257.32 /cwt. (+15% from
16/3/2020)

Similar to beef, the pork cutout spiked upward last week as panic retail
buying set off aggressive spot wholesale covering of short-term pork needs by
retailers. The pork cutout increased 11% week-over-week closing last Friday
at $0.76/1b., the highest level since late January. The cutout jumped another
4.3% yesterday - Monday - and futures jumped limit up on spillover strength
from cattle. Daily movement limits on pork futures will widen to 4.5 cents for
Tuesday trading. There is heightened wholesale purchasing of lean
trimmings, picnics, and cushion meat that serve as raw material for pizza
toppings, as pizza delivery orders have skyrocketed. The virus’s impact on #1
foodservice bacon demand is mixed. Retail bacon purchases have spiked, but
the item is also a major ingredient in a variety of restaurant & QSR menus.
Export demand for U.S pork is holding up; during the week ending March 14,
shipments were even and sales were higher than the previous 4-week
average; for the 15t 11 weeks of this year, total pork muscle cut shipments are
+83% year-on-year, mainly as a result of a record pace of shipments to China..
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Hog Carcass Cutout Value:23/3/2020- US$83.51/cwt. (+14% from
16/3/2020)
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CORONAVIRUS AND U.S. RED MEAT SUPPLY CHAIN ASSURANCES

With the U.S. entering a critical time for containing and mitigating the spread
of CoVID-19, government agencies and industry leaders have been reassuring
the public about the security and resilience of critical USA infrastructure. Itis
first important to note that under the U.S. federal system of government,
response efforts to CoVID-19 will be locally executed, managed by State
governments, and supported by the U.S. federal government in Washington
D.C. To ensure continuity of function, the Department of Homeland
Security (DHS) published late last week a preliminary list of Essential Critical
Infrastructure Workers for reference by state and local officials. Workers in
the food and agriculture sector, including those raising livestock and those
engaged in meat slaughter and processing, are considered essential under the
DHS list. Those working in food retail and restaurant carry out and delivery
workers are also included, in addition to those involved in the transportation
of essential goods; i.e., truckers, port workers, air cargo providers, and rail
operators. At the meat harvest and processing plant level, meat, poultry, and
processed egg inspection services continue as normal. USDA’s Food Safety
Inspection Service, which provides mandatory meat inspection services to
the nation’s meat and poultry plants, has in place a Human Pandemic
Operations Plan that addresses how to protect the health and safety of FSIS
inspectors & how to provide continuity of its essential inspection service. As
mentioned above, state and local authorities have primary jurisdiction for
isolation and other public health orders within their respective jurisdictions.
In the event of a diagnosed COVID-19 illness in a meat plant, FSIS will follow
the recommendations of local public health authorities. But FSIS notes that
CoVID-19 is one of the easiest types of viruses to kill through normal
disinfection procedures and all meat & poultry plants have Sanitation SOPs
that address the virus. In addition, the U.S. Environmental Protection
Agency has published an updated list of qualified disinfectants for the virus.
Detailed CoVID-19 planning, preparation and response guidance for both
local officials and businesses is available from the U.S. Centers of Disease
Control and the U.S. Occupational Safety and Health Administration
(OSHA). The U.S. meat industry is very much part of ongoing discussions in
the U.S. on maintaining the stability of the livestock and meat industry supply
chain. With more lockdown and shelter-in-place orders being implemented at
state or local levels, the North American Meat Institute is providing letter
templates to meat companies to assist them in confirming to local officials
that plant employees traveling to or from a food facility, or transporting food
or materials, are doing so within a designated critical infrastructure sector.
NCBA is helping food service distributors get product to retail stores, and all
U.S. livestock sectors worked hard to convince the Federal Motor Carrier
Safety Administration on March 19 to temporarily exempt livestock haulers
from compliance with federal Hours-of-Service rules that limit drive time.

TRADE

Last Friday night March 20, USDA’s FSIS updated its Export Library (EL) for
China (https://www.fsis.usda.gov/wps/portal/fsis/topics/international-
affairs/exporting-products/export-library-requirements-by-
country/peoples-republic-of-china) to reflect the implementation of
expanded U.S. red meat & poultry eligibility negotiated in the U.S.-China
"Phase One" trade agreement. Key provisions include: all beef and beef
products slaughtered and/or further processed from cattle of all ages on or
after March 17 from facilities listed on China's General Administration of
Customs (GACC) website are eligible for export to China. China has also
established maximum residue limits (MRLs) for the hormones zeranol,
trenbolone acetate and melengestrol acetate at CODEX levels in beef products.
For those beef establishments that participated in the USDA-AMS Export
Verification Program for Bovine for China and Agricultural Marketing Service
(AMS) Beef Traceability Program, the programs will no longer be required
effective March 17, 2020. However, beef products produced from cattle
slaughtered prior to March 17, 2020 must be EV-compliant product produced
in establishments enrolled in the AMS Export Verification (EV) Program. On
the pork side, effective March 17, 2020, pork and pork products slaughtered,
further processed, and certified in facilities added to the GACC website are
eligible to export. China still enforces a zero tolerance for ractopamine
residues on all beef and pork products. A list of approved U.S. facilities is
available in the EL website link above under “Plants Eligible to Export”. FSIS
will provide GACC an updated establishment list monthly, after which GACC
will update its eligible plant list within 30 days. Although almost all beef and
pork products are now allowed access to China, including further processed,
importers are advised to consult the EL for non-eligible products and tissues.
Ground beef and beef patties are now eligible for importation, as well as
trimmings provided trimmings are labeled as "pieces.” (e.g., "beef pieces" or
"pork pieces.")
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