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SUPPLY & DEMAND

The spike in beef prices started to moderate mid-last week, after increasing 91%
over the past three weeks through last Friday. Since the USDA CHOICE'’s cutout
value peaked on May 12, it has declined 12.6% through yesterday May 18. It
should be mentioned that 1 major beef packer announced that it was temporarily
lowering its wholesale prices of ground beef, and select round and chuck cuts to its
retail customers in order to keep beef prices “affordable”. But prices to consumers
remain at record high levels; wholesale ground-beef prices last week topped $6.21
a pound according to the USDA, more than triple the cost at the beginning of
March. Weekly estimated beef production last week was 10.2% higher from the
previous week but still down 23% from the same week a year ago. Weekly U.S.
cattle slaughter totaled 499,000 head, up 10.4% from the 15t week of May but
down 24.6% from last year. Year to date U.S. beef production is down 4.7% from
last year with slaughter down 6.7%. The last of the larger U.S. beef harvest plants
that had been closed due to CoVID-19 re-opened yesterday, meaning that all of the
U.S. major slaughter facilities are now back in operation. Most however are still
running at slower line speeds; although it is too early in the week to project
slaughter levels, yesterday’s harvest was approximately 10% higher than that on
Monday May 11, suggesting this week’s slaughter could fall in the 525 to 550K
head-per-week level. A CEO of one of the major beef packers commented over the
weekend that resuming pre-CoVID slaughter volumes in the 660K head per week
range could take some time, with re-engineered plants, employee screening, and
other social distancing measures resulting in lower efficiencies. Moreover, with
greater meat industry employee testing, health officials are finding more CoVID-19
cases, as outbreaks in Texas over the past weekend demonstrated. Estimates are
that 15% of the USA’s 500+K meat plant workers have been absent from the
workplace in recent weeks. On the demand side, meat purchases at retail remain
strong while recovery in the foodservice sector has just started. Analytics show
sales of meat from supermarkets across the U.S. between the hardest hit period of
March 8 and May 5 were up 45.2% in dollar terms and 34.5% in volume. On the
foodservice side, Mother’s Day, usually the busiest restaurant day of the year in the
U.S., was celebrated at home last week, driving more retail sales. As the country
re-opens, questions remain about the recovery trajectory of foodservice (see next
column). On the live cattle side, packers paid noticeably higher prices for fed
steers last week, widening the gulf between current trading levels and futures
prices, which remain depressed. Ranchers and feeders still see big negatives
ahead as cattle back up on pastures and in feedlots. They note that even if packers
can get plants operating at pre-CoVID-19 levels, the overhang of cattle could keep
cattle prices depressed well into next year.

Beef Choice Beef Cutout Value:18/5/2020 - US$414.95/cwt. (-11% from
11/5/2020)

The rapid gains in U.S. pork wholesale prices may have come to an end, with the
average pork primal cutout value rising just 1% last week. Yesterday, May 18, the
pork cutout fell 2.4% as hog slaughter volumes rebounded from the previous
week. Average primal ham and belly values fell, although retail cuts including
butts, loins and ribs all advanced by double digit percentages. Last week’s
slaughter of 2.103 million head was up 18.5% from the previous week, but still
roughly -10% year-on-year. The backlog of hogs is reflected in higher slaughter
weights, which at 291 pounds (132 kgs) are roughly 2 kgs higher than year-ago
levels. The pace of hog slaughter this week should continue to rebound, although
line speeds remain slower than pre CoVID-19 conditions. High pork prices are
temporarily discouraging fresh export purchases; during the week ending May 7,
new sales to overseas buyers declined a significant 76% from the prior 4-week
average (see TRADE next column). Although CoVID-19 has resulted in massive
industry disruption, CoVID19 has had little impact on feed grain production, and
USDA is predicting relatively low corn and soy prices this year and next. Despite
the CoVID-19 turmoil in meat plants, many of which are situated in main grain
producing areas, this year’s corn and soy planting conditions are being described
as some of the best in years.
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CORONAVIRUS AND THE U.S. RED MEAT SUPPLY CHAIN

As the U.S. meat industry rebounds, analysts are issuing their predictions of what
the industry will look like under ‘new normal’ conditions. The first analyses of
what a post CoVID-19 market may look like were released last week by USDA in
their monthly WASDE report. USDA revised its 2020 U.S. beef production estimate
down 6.1% to 11.69 million tons since its April report. Because of slowdowns in
processing capacity at beef harvest plants, USDA expects that larger placements of
cattle into feedlots, and higher flows of fed cattle into plants will be pushed later
into the year and into 2021, leading to a significant 6.6% year-on-year growth in
beef production next year. USDA assumes live steer slaughter weights, which are
already running 40+ pounds (18 kgs.) higher than year-ago levels, will stay high in
2021. Because of high cattle supplies and reduced harvest capacity during the
current quarter, USDA forecasts that the 2020 full year value of a fed steer (live
weight basis) will average U.S. $1.00/1b. this year, down from the actual average of
$1.17/Ib. in 2019. Through April, USDA was estimating 2020 U.S. pork production
at 13.154 million metric tons, but last week lowered that number 5.5% to 12.444
million metric tons. Pork production will rebound 2.9% next year. While there is
little doubt that production will drop this year, meat demand is much harder to
predict. The general assumption has been that the sharp drop in foodservice
utilization of meat & poultry is not being offset by the surge in retail sales. That
said, the easing of lockdowns and the re-opening of restaurants has added back an
important demand component since the beginning of May. According to a survey
by NPD’s CREST Performance Alerts, for the week ending May 3 total transactions
were down 26% from year ago, compared to a 32% decline the prior week and a
decline of 43% the week ending April 12, which was the low point of the COVID-19
disruption. In terms of dollar terms, the National Restaurant Association (NRA)
estimates that total national restaurant sales declined U.S. $80 billion during
March and April. The recovery of the restaurant sector may be slower than other
parts of the economy, due to lingering reticence by consumers to dine-in &
continued social distancing measures which will restrict restaurant capacity.
Market research firm Packaged Facts estimates total U.S. restaurant revenues
could decline by 25% this year, while booking service OpenTable predicts that
25% of all U.S. restaurants may not re-open. In the medium to longer, term,
analysts believe CoVID-19 may accelerate the ongoing growth in market share of
the QSR and fast casual segments of the industry. In 2019, the NRA estimated that
of the USA’s total $863 billion in total industry receipts, full service restaurants
constituted the #1 segment with sales of $285 billion, while QSR receipts totaled
$247 billion. There is no doubt that fast food outlets have fared better during the
pandemic, as many remained open to takeaway service. And over the past few
weeks, foodservice analysts Urner Barry have observed that fast food operators
were experiencing a “V-shaped” recovery, with the performance of major chains
including McDonald’s, Chipotle, and Starbuck’s improving quickly. Nevertheless,
with much of the U.S. just weeks into a re-opening, uncertainty reigns over just
what the restaurant industry will look like during Q3 and beyond.

TRADE

On the international side, demand for U.S. beef and pork has slowed, as expected,
as U.S. beef and pork prices have soared. USDA’s latest export sales report for the
week ending May 7t showed marked reductions in new U.S. beef sales to main
markets Japan, Korea, and Mexico (see chart below), while new pork sales
weakened well. This slowdown demonstrates the rationing effect of high prices,
and with U.S. plant activity recovering, and prices now dropping, export activity is
expected to rebound in the coming weeks. Even with the recent slackening of
purchases and shipments, total U.S. beef muscle cut exports (volume) so far this
year (through May 7%) are up 15% from the pace of last year while pork muscle
cut exports are up 68%. China shipments have accounted for nearly 41% of total
U.S. pork muscle cut exports so far this year, compared to just 18.8% for all of last
year. For U.S. beef, the five Asian markets of Japan, Korea, Taiwan, HK and China
accounted for 77% of total international shipments through early May of this year,
above their collective market share of 66% for CY 2019.
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ACTIVITIES:

Restaurant & Ba Restaurant & Bar, Hong Kong: Sep 1-3, 2020
SIAL, Shanghai: September 28-30, 2020

Food Taipei, Taiwan: December 17-20, 2020
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