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SUPPLY & DEMAND

Plant closures and slower processing speeds have caused daily cattle harvest
levels to drop sharply, driving wholesale beef prices higher. Last Friday the
beef cutout value closed +18% week on week as retailers attempted to cover
short term needs from shrinking supplies. The cutout jumped another 6.2%
yesterday. U.S. cattle slaughter last week dropped -27% from the same week
a year ago because of the reduction in processing capacity. Last Friday, all
USDA CHOICE primal values had closed up by double digits compared to the
previous week, with chucks and rounds, raw material for ground beef,
showing the most pronounced strength. Interest in steak cuts has also been
growing as some states have relaxed lockdown rules allowing limited
restaurant re-openings. With lower processing activity, live cattle prices have
fallen, along with futures values, as analysts see a slowdown of fed cattle
marketings in the months ahead. March saw very high slaughter activity, but
a sharp reduction in the flow of feeder cattle into feedlots as CoVID-19
prompted cities to lockdown and restaurants to close. Demand concerns then
drove cattle futures prices lower, making it difficult to hedge cattle being
placed on feed. The drop in slaughter will likely see young cattle held on
grass longer, and cattle that have entered into feedlots fed to heavier weights.
That said, several beef plants re-opened toward the end of last week, albeit at
much lower processing speeds. Beef supplies are likely to remain tight for a
few more weeks as plants and local health officials rush to implement
comprehensive measures to reduce virus transmission among workers and in
surrounding communities. On the positive side, increased testing and
mitigation measures are establishing a foundation for facility re-openings
under enhanced worker safety conditions (see next column) and plant
efficiencies should rebound.
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The pork market remains extremely unsettled, with plant closures
constraining pork output and driving wholesale pork prices higher. Last
week the pork cutout jumped +33% from the prior week. Yesterday,
wholesale pork prices spiked another +8% as media reported new plant
closings. Futures prices yesterday rose the limit as analysts see temporary
tightness in pork supplies moving forward. Last week’s total U.S. hog
slaughter reached only 1.986 million head compared with weekly totals
above 2.7 million head during March. March U.S. pork production was record
large, but has contracted sharply due to CoVID-19 impacts on meat
processing capacity. Price volatility will likely continue although meat
companies are now gaining confidence in measures that need to be put in
place to mitigate virus transmissions. Most U.S. pork is marketed in fresh
form, and frozen U.S. pork stocks - levels of which are reported weekly by
USDA - only average near one week of normal U.S. production at any given
time. Pork exports during the week ending April 16 remained at high levels;
overseas demand for bone-in primal cuts is providing some relief to
rocessing plants that have fewer workers.
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Hog Carcass Cutout Value:27/4/2020 - US$83.71/cwt. (+25% from
20/4/2020)

CORONAVIRUS AND U.S. RED MEAT SUPPLY CHAIN ASSURANCES

Last week was a difficult one for U.S. meat processors and conditions in the
short term will continue to be challenging as companies roll out new
measures to protect workers while ensuring meat production continues. On
the positive side, supplies of PPE and CoVID-19 testing for plant workers has
accelerated. Executives at some plants claimed late last week that testing of
all workers & their dependents had been completed. However, many of the
U.S.’s larger plants are located in rural areas that are now experiencing what
could be peak infections and where testing is still struggling to keep up with
demand. At the meat plant level, virus transmission mitigation efforts last
week moved full speed ahead, despite more facility closures. Some plants
have closed pre-emptively - and despite low employee infection rates - for
disinfection and implementation of worker safeguards. The re-opening of one
of the USA’s largest pork slaughter facilities late last week was a positive sign
that effective controls can be implemented. Because meat processing is
critical infrastructure, government authorities have asked the USA CDC to
investigate meat plant outbreaks. Last week, the CDC issued a very detailed
report on findings it made at one plant and then issued broader
recommendations for all meat & poultry facilities over last weekend. A
critical short term measure, now being implemented in many plants, is to
increase social distancing. Many plants have now put in place measures to
increase the physical distance between employees including on the
processing floor, in cafeterias, at equipment dispensing stations and in locker
rooms. Engineering departments in plants are erecting physical barriers
between workers. Screening has been enhanced to ensure sick employees
stay away from the workplace, and companies are providing more detailed
information on basic but essential personal hygiene tips that can mitigate the
virus spread both in the workplace and in worker communities. Plants are
installing more touch free sanitation stations and enhancing plant SOPs to
include more frequent sterilization of common touch points. As in many areas
affected by CoVID-19 globally, shortages of PPE have developed in the U.S,,
and the requirements in labor intensive work places such as meat plants have
been huge. With short supplies, governments first directed that masks and
other protective equipment be provided to front line health workers.
Industry and workers last week appealed to the federal government to
prioritize all meatpacking and food workers for protective gear such as masks
and gloves and this week should see an increase in the availability of PPE for
major U.S. meat plants. CDC’s new meat processing interim guidance
recommends that plant managers conduct a hazard assessment to determine
which workers may need PPE, while noting that cloth face coverings are
effective measures to reduce virus transmission overall.

TRADE

As CoVID-19 causes more disruptions to food supply chains, mainly at the
harvest and processing plant level, some countries have taken extraordinary
measures to restrict trade and exports in order to insure food security at
home. Although no major meat producer and exporter has announced
controls on outbound trade flows, some countries have put in place export
restrictions on other foodstuffs such as grains. History has shown that export
controls have questionable short term benefits to consumers, but often result
in painful longer term market dislocations to both consumers and industries
as interventionist policies force new artificial supply and demand dynamics
on marketplaces. On April 21, G20 farm ministers from around the world,
including the U.S,, issued a joint statement that they “will guard against any
unjustified restrictive measures that could lead to excessive food price volatility
in international markets and threaten the food security and nutrition of large
proportions of the world population, especially the most vulnerable living in
environments of low food security.” The virtual meeting was also attended by
representatives of the WHO, OECD, the World Bank and the World
Organization for Animal Health (OIE). In noting the emergency measures
taken by some, the G20 statement said that any such interventions must not
“create unnecessary barriers to trade or disruption to global food supply chains,
and [must be] consistent with WTO rules.” The head of the FAO noted that the
current crisis may cause a “food system transformation”, including the
acceleration of e-commerce supply chains that bring producers and
consumers in closer contact. In a recent analysis of the U.S. food supply chain,
the USDA’s chief economist recently stated that “the outlook for domestic
production of agricultural commodities, including cereals, meat and dairy is
very good. We have sufficient quantities to not only feed our country but
maintain robust exports even in the face of the COVID-19 pandemic.”
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