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SUPPLY & DEMAND

The beef cutout closed last Friday +5% from the level of the previous week,
but analysts see a slowing of retail demand in the coming weeks as
consumers in virus hotspots in the U.S, including major cities such as New
York, Los Angeles, and Chicago, should now be well stocked. Primal chuck
and round values both increased by double digits last week, and ground beef
is still enjoying a surge in demand. However, items like tenderloins, which
are primarily used by dine-in steakhouses and family restaurants, are seeing
weak demand; USDA CHOICE wholesale tenderloin values have dropped 29%
since the beginning of the year, with an approximate U.S. $2/lb. drop
occurring in just the last 2 weeks. Retail meat sales continue strong and
retailers are adjusting store operations to reflect changes in consumer
behavior. Some chains, like Kroger, are closing their full-service seafood,
meat counters and in-store salad bars, and moving employees to shelf
restocking activity. Online grocery sales are booming; U.S. grocery delivery
startup Instacart has announced it would hire 300,000 contract workers to
add to its existing 200K over the next 3 months. On the production side, last
week saw a seasonally high 676,000 head of cattle harvested as record
processing margins incentivized plants to pull in cattle. The movement of
cattle from feedlots to plants has been unprecedented for this time of year
and because average slaughter weights are running +34 pounds from year-
ago levels, beef production is sharply higher year-on-year. U.S. beef
production through last week is up 4.8% from last year, with slaughter up
2.6%. Live fed cattle prices have rallied from the U.S. $1.05/Ib level a few
weeks ago to the $1.20 range. Cattle futures are getting whipsawed by
continued uncertainty in financial and equity markets. The spread between
current spot live cattle prices and nearby futures values are record wide, but
the fundamentals are showing a record seasonal slaughter pace, record high
retail meat demand, and record processing margins. Nervousness prevails
however, and the short-term outlook for foodservice sales which account for
a majority of beef sales, is less than encouraging.

Share of Various Beef Products Sold at Foodservice
Source: Technomic Study done on behalf of NCBA, ZO18

Beef Choice Beef Cutout Value:30/3/2020 - US$250.97 /cwt. (-2% from
23/3/2020)

The pork cutout value rose 4% last week based on strong retail sales, but
spreads between primal prices widened as foodservice items such as bellies
swooned. Values continued to surge for butts (+20%), loins (+19%), ribs
(+11%), and picnics (+11%), while hams dropped 8% and the belly primal
decreased 26%. Hams are feeling pressure from the steep drop of the
Mexican peso while bacon sales have dropped as restaurant business has
dried up. U.S. pork futures fell the limit yesterday over fears of supply chain
disruptions as Canada announced the temporary closure of one of its larger
pork plants. Although U.S. pork production is +5.4% year to date, USDA’s
March 26" hogs & pigs report showed that producers may pull back on
expanding production given current virus uncertainties & weak profitability
during Jan and Feb. A decline in farrowing intentions now will reduce Q4
2020 and Q1 2021 pork production. In the meantime, exports remain strong,
with record volumes of U.S pork being exported during the week of March 13.
Weekly exports to China have averaged 16,700 tons year-to-date, and the

ace of total exports is up 82% year-on-year.
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Hog Carcass Cutout Value:30/3/2020- US$70.71/cwt. (-15% from
23/3/2020)

CORONAVIRUS AND U.S. RED MEAT SUPPLY CHAIN ASSURANCES

The U.S. livestock and meat sector, and associated industries, are rapidly
implementing measures to assure the stability of the supply chain. As one of
the Department of Homeland Security’s (DHS) designated critical
infrastructure industries, food and agricultural workers - including those in
the livestock and meat industries - continue to staff the nation’s 7,500+
federally inspected meat and poultry slaughter & processing facilities despite
large segments of the U.S. population being subject to shelter-in-place rules.
Those workers include the approximate 7,800 USDA federal meat inspectors
whose presence is mandatory in all federally inspected facilities. A number of
food and meat industry organizations and companies, working with several
federal agencies, now have clear protocols for handling employees who test
positive for Co-VID-19. The objective of the protocols is to avoid or limit
business interruptions. The North American Meat Institute is currently
canvasing its wide membership base of meat and poultry companies to assess
requirements for essential workplace materials including PPE, sanitizers, and
disinfectants. These industry wide needs are being conveyed to DHS, the
Federal Emergency Management Agency (FEMA), and USDA. Like
supermarkets, meat companies have been activity seeking new employees to
ensure adequate staffing and production, especially as the retail demand for
meat has surged. USDA’s FSIS has made temporary changes to mandatory
labeling regulations to allow wholesale products originally designated for the
foodservice sector, including now-closed schools, to be channeled for retail
use. The US Department of Transportation’s Federal Motor Carrier Safety
Administration (FMCSA) has declared a national emergency to allow for a
relaxation of hours-of-service regulations for commercial vehicle drivers
moving “emergency relief” in response to COVID-19. Goods covered by the
emergency order include “food for emergency restocking of stores.” DHS’s list
of critical workers includes those in logistics, cold storages, packaging and
those “distributing products for wholesale or retail sale or use.” The U.S. has
over 3.5 million professional truck drivers, but the need to move necessities
around the country quickly has driven up demand for new drivers. The
industry is reporting one small silver lining from the current crisis; traffic is
light, leading to speedier movements along some road routes. Principal U.S.
ports, also exempted from shelter-in-place restrictions, are operating
normally. At California’s main ports, authorities have added new daily virus
sanitation SOPs for cargo-handling equipment.

TRADE

China has released its Jan & Feb trade data and it shows the country imported
unprecedented volumes of meat and poultry during the December 2019 to
Feb 2020 quarter. Imports of all protein categories increased. The import
surge followed the ASF induced spike in domestic pork prices during Q4
2019. Hog prices stayed high in China through the lunar new year and
despite a lockdown of the entire economy. Although China has started to re-
open its economy, foodservice sales remain weak. This is feeding back to
slaughter plants who are being pinched by high live hog prices and slower-
than-normal movement of pork to end-users. Consequently, hog prices have
gradually eased approximately 9% from their Feb 19 high of RMB 38.16/kg.
Releases of imported frozen pork reserves so far this year of 250K tons have
also placed pressure on domestic pork prices. However, average Chinese live
hog values remain very high at approximately U.S. $2.20/1b vs. prices in the
U.S. that are hovering in the $0.43/1b range. All indicators suggest a shortage
of animals still exists in China. Despite average production margins last week
of U.S. $335/head for farrow-to-finish operations (Shandong Province), data
from a dozen of the largest publicly listed PRC pork producing enterprises
showed a -47% collective drop in the number of live hogs marketed during
Jan-Feb compared to a year earlier (but with a sharply higher combined 74%
increase in combined revenues). Official data on sows put Feb nationwide
inventories at 21.44 million head, -33% from their August 2018 level.

China: Total meat & poultry imports
Dec - Feb; thousand metric tons!
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